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Management’s Discussion and Analysis 


On July 29, 2005, Resin Systems Inc. (the “Company”) restated its consolidated financial 
statements for the year ended December 31, 2004 to reflect the funding received from 
Government assistance as a liability of $498,263 rather than a reduction in operating 
expenditures. This Management's Discussion and Analysis has been revised to reflect 
the restatement. This Management's Discussion and Analysis (“MD&A”) for the 
Company should be read in conjunction with the audited consolidated financial 
statements and related notes for the year ended December 31, 2004 (as restated) and 
the audited consolidated financial statements and related notes for the four month period 
ended December 31, 2003, and the years ended August 31, 2003 and 2002. The 
audited consolidated financial statements have been prepared in accordance with 
Canadian generally accepted accounting principles (“GAAP”) unless specifically stated. 
The reporting and measurement currency in the audited consolidated financial 
statements and in this MD&A is in Canadian dollars, unless otherwise stated. 


This MD8A is dated July 29, 2005. 


Overview 

Corporate History 

The Company commenced business in mid-1995 with an initial focus on proprietary Uni- 
Seal™ polyurethane based industrial coatings. Through its research and development 
activities, the Company continued with the development of this polyurethane based 
coating product, during which time it was discovered that a particular formulation would 
in fact serve better as the resin for polyurethane based composites. This resin system 
was patented and commercialized and is now being sold under the proprietary name 
Version™, 


In early to mid 1998 following an amalgamation, the shares of the Company became 
listed on the predecessor exchange to the TSX Venture Exchange, namely the Alberta 
Stock Exchange. The company also shifted the overall marketing emphasis from solely 
pursuing UniSeal™ coatings to include the Version™ resins and related composites, 
due to the significant growth potential within this sector. 


One of the major benefits of the Version™ resin system is the fact that it is an 
environmentally friendly product for many reasons - most notably of which is that it does 
not contain any volatile organic compounds. The Company therefore concentrated its 
efforts on further development and pre-commercialization of the Version™ resins as well 
as its UniSeal™ coating products. 


In 2002, the Company continued with the research, development and testing of its resin 
systems and entered into an agreement with the Alberta Research Council (“ARC”) to 
evaluate Version™ resin systems against competing products. Additionally, the 
Company entered into an agreement with the National Research Council (“NRC”) to 
expedite development of its Version™ resin system for large pultrusion and filament 
winding markets. 
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During fiscal 2003, the Company expanded its focus from being a supplier of materials 
to one that also produces and delivers finished products utilizing its Version™ resin 
system. In one such initiative, the Company completed a transaction with Canzeal 
Enterprises Ltd. to obtain filament winding technology for composite utility pole 
manufacturing. For the remainder of the year 2003, the Company concentrated on 
developing manufacturing procedures and testing to meet industry specifications for 
utility poles. An independent market study was completed in 2003 that indicated the size 
of the utility pole market to be approximately U.S. $2.8 billion. Management believes that 
the many unique and distinct advantages from its proprietary resin system will give it a 
competitive edge while introducing composite poles into the utility pole market. 
Additionally, the Company developed composite hockey shafts in 2003 using its 
Version™ resin system. These shafts were brought to market under the trade-name 
New Version Sport™ or NVS™. 


In the fall of 2003, management received regulatory approval to change the fiscal year 
end of the Company from August 31 to December 31. In 2003 the company expanded 
its management team through the formation of RS Technologies, a group that is focused 
on bringing the Company’s products to market. During this period, the Company fulfilled 
its first utility pole order, filled resin orders and continued with sales of its composite 
hockey shaft. 


In 2004, the Company continued with the development of composite material utility pole 
technology and introduced its proprietary RStandard™ technology to the utility industry. 
The Company successfully completed several independent tests that confirmed that the 
RStandard™ technology substantially exceeded the load, deflection and destruction 
standards required by utility companies in the United States. The Company has 
refocused its target market from shorter distribution poles to larger transmission poles 
due to the distinct advantages of the proprietary RStandard™ technology. 


Unfortunately, the technology acquired from Canzeal in early 2003 was not successful in 
scaling from research and development to full scale production. Management has 
decided to write off the intangible asset it acquired in the Canzeal transaction and to 
write down one of its filament winding machines that is capable of producing the shorter 
distribution poles. 


The Company entered into an agreement with a notable US based equipment 
manufacturer, for the manufacture and commissioning of a complete "next generation" 
production cell. The new production cell will combine the Company’s proprietary 
filament winding technologies along with the proven strength and robustness of that 
company’s filament winding equipment to efficiently produce the Company's RStandard 
modular composite utility poles in 2005. Full-scale operations are not expected until later 
in 2005. 


The Company achieved registration under the ISO 9001:2001 standard as a result of a 
well defined and implemented Quality Management System. 


Version™ Resin 

The Company has created and patented a revolutionary line of polyurethane based 
thermo-set resins under the trade-name Version™. This product has _ significant 
advantages over all other resins in the areas of strength, impact resistance, curing times, 
heat resistance and environmental friendliness. The Company is currently the sole 
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manufacturer and supplier of its patented Version™ resin. The Company will continue its 
research and development efforts to develop new ‘specialty’ resins for future specific 
commercial applications. 


RStandard™ 

The Company produces an innovative composite material utility pole in custom strengths 
and lengths to meet a variety of customer requirements. The RStandard™ utility pole 
technology is proving itself superior to traditional wood, steel, aluminium and concrete 
poles, as well as other existing composite material utility poles currently on the market. 
The Company has successfully completed a number of independent tests that are a 
necessary prerequisite requirement for shipments to most major power utility companies. 
All testing was performed independently by EDM International Inc. at its utility industry 
renowned laboratory and test facilities. The proprietary RStandard™ technology has 
been well received by the utility industry as it provides alternatives and options not 
available with other technologies in the market today. As a result of these advantages, 
the Company has refocused its efforts on meeting the market demand for transmission 
poles as opposed to distribution poles, a market that is larger and one that has more 
opportunities for growth. 


Although the technology acquired from Canzeal has failed to meet the required 
production rates to meet existing product demand, the Company has devoted significant 
effort to improve the RStandard™ technology and the associated production machinery 
including signing an agreement with a notable US based equipment manufacturer to 
deliver proven filament winding equipment to the Company’s new production facility in 
Calgary. 


RSeal™ (formerly Uniseal™) 

RSeal™ is a high performance industrial coating for use in aggressive environments. 
That was formerly marketed under the UniSeal™ trade-name. RSeal™ is formulated 
from a unique combination of crumb rubber salvaged from used tires and a polyurethane 
base. Several multipurpose formulations have been developed which provide the 
essential properties required of maintenance coatings. The unique formulation of 
RSeal™ provides two to three times the adhesive strength of competing coatings. In 
addition to superior adhesion characteristics, RSeal™ is VOC and solvent free, non-toxic 
and odourless. It is UV resistant as well as resistant to most acids, bases and salts. 
RSeal™ is also registered for casual food contact by the FDA and Agriculture Canada. 
The easy application, fast drying time, and customizable colours make RSeal™ a perfect 
coating for a wide variety of applications. The Company has continued its efforts to 
market this proprietary line of superior industrial coatings as significant research had 
been invested to-date and market demand has been identified. 


New Version Sport™ (NVS™) 


The Company continues to distribute hockey stick shafts and blades from inventory 
through direct customer orders and from the NVS™ website. However, the Company 
does not envision this market as central to the future of the Company so further 
development is not anticipated at this time. 
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Selected Annual Financial Information 


Year ended Four months ended Years ended August 31, 
December 31, 2004 December 31, 2003 2003 2002 
Totalrevenues $ 365,686 $: 453;156 $ 268,630 $ 339,527 
Net loss (14,813,654) (3,136,457) (4,588,588) (1,717,968) 
per share(1) (0.24) (0.07) (0.11) (0.09) 
Total assets 9,229,248 6,913,491 5,770,897 N/A 
Total long-term 
liabilities 606,362 385,274 343,425 N/A 
Working capital 1,384,417 2,472,588 2,448,218 N/A 


(1) Loss per share is calculated using a monthly weighted average of shares 
outstanding. The effect of the exercise of outstanding options and warrants 
would be anti-dilutive and therefore the numerator and denominator for the 
calculation of diluted loss per share are the same as basic loss pr share. 


The above annual information has been prepared in accordance with Canadian 
generally accepted accounting principles and is reported in Canadian dollars. 
Therefore, these measures may not be comparable to similar measures presented 
by other issuers who use non-GAAP measures. 


Results of Operations 

In reviewing the results of the year ended December 31, 2004, the four months 
ended December 31, 2003 and the years ended August 31, 2003 and 2002, the 
reader is advised that comparison between the periods needs to be tempered with 
the knowledge that during the year ended December 31, 2004, the Company was 
heavily involved in the development and commercialization of its products. 
Therefore, expenses related to staffing levels, research and development, 
marketing and infrastructure development for fiscal 2004, were higher than for the 
four months ended December 31, 2003 and the years ended August 31, 2003 or 
2002. 


Revenues: 

Revenue from product sales was $365,686 for the year ended December 31, 
2004. The lower than anticipated sales was due to the failure of the technology 
and equipment to meet production volumes. Version™ sales accounted for 78% of 
the December 31, 2004 volume compared to 29% for the four month period ended 
December 31, 2003 and 52% for the year ended August 31, 2003 (27% for 2002). A 
detailed breakdown of product revenues is contained in note 16 of the accompanying 
Consolidated Financial Statements. 

The company also refocused its marketing and sales efforts in the transmission 
pole market rather than the distribution market both nationally and internationally. 
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Operating Expenses: 


Year ended Fourmonths ended Years ended August 31, 


December 31,2004 December 31, 2003 2003 2002 

Cost of sales $ 434,389 Sao OOO Ete, «uu 110,330 4.9 . 216,002 
Direct and product 

development 4,510,184 1,147,537 1,552,190 632,042 
Marketing and business 

development 1,190,136 387,997 524,196 314,168 
General and 

administrative 6,044,423 1,269,047 2,011,495 814,681 
Interest and other 

charges 24,043 22,689 36,773 9,093 
Amortization of property, 
plant and equipment 656,325 82,071 243,683 62,438 
Amortization of intangibles 307,253 109,733 411,500 - 
(Gain) on sale of 
Property, plant and equipment (1,048) o -- (393) 
Write.—down of inventory 713,576 -- -- = 


Write-down of property 

plant and equipment and 

intangible assets 1,516,950 os o 12,414 
Adjustment to reflect change 

In accounting for employee 

stock options -- 244,904 2,229 -- 
Total operating expenses $ 15,396,231 $ 3,597,877 $ 4,900,399 $ 2,061,225 


Cost of Sales: 

Cost of sales increased to $434,389 for the year ended December 31, 2004 from 
$333,899 for the four months ended December 31, 2003 ($118,333 for the year ended 
August 31, 2003 and $216,782 for the year ended August 31, 2002). This increase in 
cost relates to reduced sales volumes resulting in less efficient production rates. 


Direct and product development: — 

Direct and product development expenses increased approximately $3,363,000 or 293% 
over the four month period December 31, 2003 and $2,958,000 or 191% over the year 
ended August 31, 2003 ($3,878,000 or 614% over August 31, 2002). These 
expenditures are attributable to the Company’s commitment to refining the production 
process owing to the failure of the Canzeal technology to be scaled to full production 
capacity. Included with these efforts, the Company successfully completed several 
independent tests related to its RStandard™ product line verifying the Company's 
claims. In comparing the year ended December 31, 2004 with the four months ended 
December 31, 2003, payroll costs were $1,543,000 higher, research and development 
costs were $1,257,000 higher and production related supplies were $414,000 higher as 
well. 


Marketing and business development: 

The fiscal 2004 expenditures for marketing and business development, increased 
approximately $802,000 or 207% over four months ended December 31, 2003 and 
$666,000 or 127% over the year ended August 31, 2003 ($876,000 or 279% over 
August 31, 2002). Throughout the year the Company concentrated its marketing efforts 
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on developing contacts and potential customers for its utility products and the industrial 
coatings. 


In comparing the year ended December 31, 2004 with the four months ended December 
31, 2003, payroll costs were $668,000 higher and associated travel costs were $156,000 
higher. 


General and administrative: 

General and administrative expenses increased approximately $4,775,000 or 376% over 
the four months ended December 31, 2003 and $4,033,000 or 201% over year ended 
August 31, 2003 ($5,230,000 or 642% over August 31, 2002). Of the variances over the 
four month period, payroll costs increased approximately $2,302,000 or 686%, 
professional fees $1,331,000 or 230%, rent increased $332,000 or 436%, utilities 
$267,000 or 547%, office supplies $281,000 or 787% and insurance increased $48,000 
or 139%. 


Amortization: 

Amortization of property, plant and equipment and intangible assets increased 
approximately $772,000 or 402% over the four month period ended December 31, 2003 
and $308,000 or 47% over the year ended August 31, 2003 ($901,000 or 1,443% over 
August 31, 2002). These increases are a result of the investment in property, plant and 
equipment and intangible assets over the previous periods related to the development 
and RStandard™ production capabilities as well as that for Version™ and 
NVS™ products. 


(Gain) on sales of PP&E: 
During the year the Company disposed of a vehicle for gross proceeds of $11,000 which 
rendered an accounting gain of $1,048. 


Write-down of inventory: 

In the fourth quarter of 2004, the Company had a number of technology and operations 
changes, which had an effect on its inventory provision. In relation to RStandard™ 
products, the Company enhanced its processing of utility poles, which resulted in a 
previous production being technologically different to the currently produced modular 
production. To this end the Company took a write down for these products of $261,000. 


Additionally in the fourth quarter, the management reviewed the sales and inventory 
movement of its NVS products and provided a reserve of $235,000 for these products. 


During the second and third quarters of fiscal 2004, management expected inventory 
movement and sales of its RSeal™ products to increase owing to the sales and 
marketing efforts put forth. As at the fourth quarter expected product movement had not 
materialized and management took a reserve for products amounting to $217,000. 


Write-down of property, plant and equipment and intangible assets: 
In the fourth quarter of the year and in accordance with its policy of reviewing the 


impairment of its assets at least annually, the Company preformed impairment tests on 
its property, plant and equipment and the intangible assets. The intangible asset related 
to the Canzeal transaction of January 2003, was tested for impairment and determined 
to be impaired owing to the fact that the technology was not scalable to a production 
level. The resulting impairment loss of $1,229,000 was recorded under this caption. 
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The Company reduced the carrying value of one of its pieces of filament winding 
equipment owing to technical changes in its processes for the production of utility poles. 
As a result the equipment was written down from its carrying value of approximately 
$288,000 to its estimated value of Nil. 


Liquidity and capital resources: 
The Company's main source of cash flow to date has been through the issuance of 


securities. This dependence on issuing securities and the lack of sufficient cash 
reserves to sustain the Company for a period in excess of twelve months has required 
management to include a “Going Concern” note in our financial statements. The going 
concern concept is dependent on the ability of an entity to realize its assets and 
discharge its liabilities in the normal course of business for the foreseeable future. In 
February 2005 the company completed a private placement for gross proceeds of 
$9,999,919. Management believes that this cash resource, in addition to 2005 operating 
and planned financing activities, will be sufficient to sustain the company. 


The Company intends to secure additional funding through the issuance of shares 
during fiscal 2005 via private placements and through existing shareholders exercising 
their warrants. The February 2005 private placement has 4,347,791 outstanding 
warrants with exercise prices of $1.65 per share if exercised on or before August 15", 
2005 and $2.00 per share if exercised after August 15"° on or before February 14", 
2006. The exercise of all of the warrants would generate between $7.1 and $8.7 million. 


Working capital: 
Working capital as at December 31, 2004 was $1,384,000 and in the opinion of 


management, the Company in conjunction with expected returns from operations, and 
the execution of planned financings will have sufficient working capital to continue with 
its expansion and operational plans. 


Long-Term Debt: 
The Company has a long-term convertible promissory note of $498,263 with the National 


Research Council. The company is obligated to repay this promissory note commencing 
on March 1, 2006 and is to be repaid at the rate of 1.9% of gross quarterly revenues and 
will continue to be repaid until either the Company has fully repaid the amounts 
contributed by NRC or until December 1, 2010. For the year ended December 31, 2004 
the Company had received a total of $498,263 from the NRC under this program 
($385,274 to December 31, 2003 and $343,425 to August 31, 2003). 


At December 31, 2004 the company recognized a deferred lease inducement that will be 
recognized as income over the life of the relevant lease. The company also acquired 
furniture with the proceeds of a capital lease. The portion of the lease that is repayable 
in future periods is $64,845. 


Capital structure: 
During the year ended December 31, 2004, the Company issued or committed to issue 


16,803,273 shares for net proceeds of $15,465,742. 
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As at December 31, 2004, the market close for the Company’s shares was $0.80, which 
translates into a market capitalization of $54,906,946. 


Capital expenditure program: 
The Company expects to have significant capital additions of production equipment and 
facilities during the next fiscal year. 


These capital expenditures will be financed with working capital, cash flow from 
operations and share financings. 


Contractual obligations: 

The Company has entered into commitments related to office leases as well as a capital 
lease to finance office furniture. The minimum rent payable for each of the next five 
years and thereafter is as follows: 


Expected Payment Date 


Obligation a Ree — 


Operating baa A 353,478 ay te 756 fea 332 aie 23,776 Baa, 654 ai a 89,981 a 156,977 
Leases 
Capital Lease va et a | 945 Pree 945 ie 053 


Equipment Bala 625,000 asi 625,000 
Commitments 
Long-term $498,263 $498,263 
payable 


Off-Balance Sheet Arrangements: 

The Company does not have off-balance sheet arrangements other than its joint 
venture with Euro Projects (LTTC) Limited (“EPL”), of Rothely, England. Under 
the joint venture, the Company will obtain, subject to obtaining any necessary 
third party consents, EPL’s exclusive worldwide rights to commercialize existing 
and all future technologies developed or being developed by EPL. Under the 
terms of the joint venture, the Company will contribute the working capital, 
manufacturing and production facilities and all related consulting and 
development services at cost. Upon repayment of all working capital 
contributions by us, the first US$2,000,000 in net profits will be distributed equally 
and any additional profits will be distributed 85% to the Company and 15% to 
BRS 


een 


As of December 31, 2004, the joint venture had not done any business, and as 
such the Company had not incurred any costs. 
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Related Party Transactions: 
During the year, the Company contracted two of its senior officers. One was for 


managerial services amounting to $136,172 which was included in general and 
administrative expenses. The other was for various services totalling $96,788, 
which is included in capitalized leasehold improvements, direct and product 
development and general and administrative expenses. 


Summary of results: 


3 Mths Ended 3Mths Ended 3Mths Ended 3 Mths Ended 
Dec. 31/2004 Sept. 30/2004 June 30/2004 March 31/2004 
Revenue $ 113,816 $ 117,294 $ 129,288 $ 222,179 


Net (Loss) (5,792,669) (3,392,244) (2,743,049) (2,885,692) 
Basic loss 
per share’ (0.08) (0.06) (0.05) (0.05) 


4Mths Ended 3Mths Ended 3Mths Ended 3 Mths Ended 
Dec. 31/2003 Aug. 31/2003 May 31/2003 Feb. 28/2003 
Revenue $ 461,420 $ 96,789 $ 70,275 $ 69,232 


Net (Loss) (3,136,457) (1,771,271) (1,197,627) (1,097,021) 
Basic loss 
per share’ (0.07) (0.04) (0.04) (0.04) 


Note 1:- Diluted loss per share — the effect of the exercise of options and 
warrants outstanding would be anti-dilutive and therefore the numerator and 
denominator for the calculation of diluted loss per share are the same as basic 
loss per share. 


Fourth quarter financial results 
Net loss for the fourth quarter of 2004 were $5,792,669 with total revenue of $113,816 


compared to a loss of $3,392,244 on revenue of $117,924. The quarter over quarter 
increase in the loss is related to a cumulative write down of; inventory, property, plant 
and equipment and intangible assets which accounts for $2,230,526 of the $2,400,425 
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difference. These write downs are explained above under their specific captions and are 
contained in notes 6 and 7 in the Consolidated Financial Statements. 


Application of critical accounting policies: 

The change in a significant accounting policy used by the Company is disclosed in note 
2 of the Consolidated Financial Statements. Certain accounting policies require that 
management make appropriate decisions with respect to the formulation of estimates 
and assumptions that affect the reported amounts of assets, liabilities, revenues and 
expenses. The following discusses such accounting policies that have been recently 
adopted. This is included in the MD8&A to aid the reader in assessing the critical 
accounting policies and practices of the Company and the likelihood of materially 
different results being reported. The Company’s management reviews its estimates 
regularly. The emergence of new information and changed circumstances may result in 
actual results or changes to estimated amounts that differ materially from current 
estimates. 


Change in accounting policy - Stock-based compensation: 

Effective January 1, 2004, the Company retroactively adopted the new Canadian 
standard for “Stock Based Compensation and Other Stock Based Payments”, which 
requires that fair-value method of accounting be applied to all stock-based compensation 
payments for both employee and non-employees. Under the fair-value based method, 
compensation cost is measured at fair value at the grant date and is expensed over the 
awards vesting period. In accordance with one of the transitional provisions, the 
Company has retroactively applied the fair-value based method to all employee stock 
options granted on or after September 1, 2002 and has restated prior periods. Prior to 
September 1, 2002, the Company accounted for its employee stock options under the 
settlement method and no compensation expense was recognized. 


The effect of retroactively adopting the fair value based method is to increase the loss 
for the four month period ended December 31, 2003 by $244,904 (August 31, 2003 - 
$2,229) and increase the retained deficit, and to increase contributed surplus by 
$244,904 (August 31, 2003 - $2,229). In addition, the effect of the change on basic and 
diluted earnings per share was $0.1 for the year ended December 31, 2004 and $0.01 
for the four month period ended December 31, 2003 and nil for the year ended August 
31, 2003. 


GAAP Hierarchy: 

Effective January 1, 2004 the Company adopted CICA Handbook Section 1100; 
Generally Accepted Accounting Principles (“GAAP”), which establishes standards for 
financial reporting accordance with Canadian GAAP and describes what constitutes 
Canadian GAAP. There have been no changes in accounting policies as a result of the 
adoption of this standard other than noted. 


Revenue recognition: 

Effective January 1, 2004 the Company adopted new Canadian accounting standards 
including CICA Emerging Issues Committee (“EIC”) Abstracts 141 and 142 regarding the 
time of revenue recognition and the classification of certain items as revenue or 
expenses. 
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Inventory: 


Raw materials are stated at weighted average cost and replacement cost. Work in 
process and finished goods inventories are stated at the lower of cost and net realizable 
value. 


Impairment of long-lived assets: 


Effective September 1, 2003, the Company has prospectively adopted the new 
recommendations of the Canadian Institute of Chartered Accountants (“CICA”) 
Handbook section 3063, Impairment of Long-lived Assets, with respect to the 
measurement and disclosure of the impairment of long-lived assets. This standard 
requires the recognition of an impairment loss for a long-lived asset to be held and used 
when changes in circumstances cause its carrying value to exceed the total 
undiscounted cash flows expected from its use. If the sum of the undiscounted future 
cash flows expected to result from the use jand eventual disposition of the group of 
assets is less than its carrying amount, it is considered impaired. An impairment loss is 
measured as the amount by which the carrying amount of the group of assets exceeds 
its fair value. During the year ended December 31, 2004, the Company recorded an 
impairment loss of $1,516,950 (see notes 6 and 7). 


Risks Related to Our Financial Condition: 


We have a history of losses, and we cannot provide assurance that we will 
operate profitably in the future. 


We are in the commercialization stage of our resin and end-product business and 
therefore are subject to the risks associated with early stage companies, 
including uncertainty of revenues, markets and profitability and the need to raise 
additional funding. We are committing, and for the foreseeable future will 
continue to commit, significant financial resources to marketing, product 
development and research. Our business and prospects must be considered in 
light of the risks, expenses and difficulties frequently encountered by companies 
in the early stage of development, particularly companies in relatively new and 
evolving markets such as composites. We have not earned profits to date and 
cannot provide assurance that we will achieve, or be able to sustain, profitability 
in the future. Our success will ultimately depend on our ability to generate 
revenues from our product sales, such that our business development and 
marketing activities may be financed by revenues from operations instead of 
outside financing 


We depend upon our senior management. Any loss of the services of our 
senior management could negatively affect our business. 


Our success depends, to a significant extent, on the performance of a number of 


our senior management personnel and other key employees. In particular, we 
depend upon the services of Greg Pendura and Paul Giannelia. To the extent 
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that the services of any of our key personnel become unavailable, we will be 
required to retain other qualified persons. We may not be able to find a suitable 
replacement for any such person. 


We will likely require additional financing. 


In February 2005, we completed a private placement of Common Shares and 
warrants to purchase Common Shares, for aggregate gross proceeds of 
approximately $10 million, which we expect will be sufficient to finance our 
budgeted operating costs, development, marketing and anticipated discretionary 
expenditures for the immediate future. However, in order to accelerate our 
growth objectives, we will likely need to raise additional funds from lenders and 
equity markets in the future. Our ability to arrange such financing in the future 
will depend on our business performance as well as the prevailing capital market 
conditions. If we are unable to raise additional funds when needed, our business 
will be adversely affected. In addition, if we issue Common Shares in order to 
obtain additional financing, control of our company could change and 
shareholders will suffer additional dilution. 


We depend on third party supply and transportation systems, and any 
disruptions could impair our ability to compete in the marketplace. 


The chemical industry is sensitive to raw material, manufacturing and shipping 
costs. Many input chemicals used to manufacture thermosetting resins are 
commodities with pricing directly dependent on supply, demand and the cost of 
underlying raw materials, in particular oil and gas, as well as agricultural by- 
products. Although we could obtain raw materials from many other suppliers in 
the marketplace, such suppliers may be unwilling to sell us raw materials upon 
acceptable terms and conditions. 


Third parties may infringe upon or misappropriate our intellectual property, 
which could impair our ability to compete effectively and negatively affect 
our profitability. 


Our success depends upon the protection of our technology, trade secrets and 
trademarks. Our profitability could suffer if third parties infringe upon our 
intellectual property rights or misappropriate our technology and other assets. To 
protect our rights to our intellectual property, we rely on a combination of trade 
secret protection, trademark law, confidentiality agreements and_ other 
contractual arrangements. The protective steps we have taken may be 
inadequate to deter infringement or misappropriation. 


Our products may infringe on the intellectual property rights of others, 
which could increase our costs and negatively affect our profitability. 


Our commercial success may depend, in part, on our ability to avoid infringing on 


patents issued to others. Although we are not aware of any action or threatened 
action alleging patent infringement or improper use of proprietary information by 
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us, if we have to defend any such claims, we could incur substantial costs, and 
our management resources could be diverted. 


Competition in the markets for our products and technology is intense. We 
may not be able to compete effectively in these markets, and we may lose 
current customers and fail to attract new customers. 


We may not be able to compete successfully against current and future 
competitors, and the competitive pressures we face could harm our business and 
prospects. Broadly speaking, our products will be alternatives to traditional 
thermoset resins, such as polyester and epoxy, and traditional building products, 
such as wood, steel, concrete and aluminium. As such, we will compete with 
these options. Our direct competition comes substantially from larger 
companies. Some of these companies have products that are intended to 
compete directly with our products. In addition, companies against whom we do 
not presently directly compete are planning to become competitors in the future. 
This could occur either through the expansion of our products or through product 
development undertaken by other companies in the area of composites. 


Our lengthy sales and integration cycle could cause delays in revenue 
growth. 


The inability to sell our products to new customers on a timely basis, or delays by 
our existing and proposed customers in the testing and adoption of our products, 
could limit revenue and harm our business and prospects. Our customers will 
need to evaluate our products. In addition, our customers may need to adopt a 
comprehensive sales, marketing and training program in order to effectively 
integrate our products. For these and other reasons, the cycle associated with 
establishing sales for our products, and integrating our products, can be lengthy. 


Implementation delays could cause delays in revenue growth. 


Most of our customers will be in a testing or preliminary stage of utilizing our 
products and may encounter delays or other problems in the introduction of our 
products. A decision not to do so, or a delay in implementation, could result in a 
delay or loss of related revenue or could otherwise harm our business and 
prospects. We will not be able to predict when a customer that is in a testing or a 
preliminary use phase will adopt a broader use of our products. 


If we are unsuccessful in developing markets, our business will be 
adversely affected. 


The market for our products is relatively new and continues to evolve. If the 
market for our products fails to develop and grow, or if our products do not gain 
broad market acceptance both by processors, such as pultrusion and filament 
winding, and end users, our business and prospects will be harmed. The 
adoption and use of our products will involve changes in the manner in which 
businesses have traditionally used such products within their processing 
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systems. It is difficult to predict with any assurance, the present and future size 
of the potential market for our products. Our ability to achieve our goals also 
depends upon rapid market acceptance of future enhancements to our products. 


We must develop new products and technology and enhancements to our 
existing products and technology to remain competitive. If we fail to do so, 
we may lose market share to competitors. 


The composite industry is susceptible to technological advances and the 
introduction of new products utilizing new resin formulas and processing 
technologies. Further, the composite industry is subject to changing industry 
standards, market trends and customer preferences, and to competitive 
pressures which can, among other things, necessitate revisions in pricing 
strategies, price reductions and reduced profit margins. Our success will depend 
on our ability to secure technological superiority in our products and maintain 
such superiority in the face of new resin formulations, the advance of 
thermoplastics and new processing technologies and products. While we believe 
that our products will be competitive, we cannot provide assurance that our 
products will be commercially viable or that further modification or additional 
products will not be required in order to meet demands or to make changes 
necessitated by developments made by competitors which might render our 
products less competitive, less marketable, or even obsolete over time. 


We may encounter product deficiencies which could be detrimental to our 
reputation. 


Difficulties in product design, performance and reliability could result in lost 
revenue, delays in customer acceptance of our products, and/or lawsuits, and 
would be detrimental, perhaps materially, to our market reputation. Serious 
defects are frequently found during the period immediately following the 
introduction of new products or enhancements to existing products. If our 
internal quality assurance testing or customer testing reveals performance issues 
and/or desirable feature enhancements, we could postpone the development and 
release of updates or enhancements to our current products, future products or 
improvements in our products. We may not be able to successfully complete the 
development of planned or future products in a timely manner, or to adequately 
address product defects, which could harm our business and prospects. In 
addition, product defects may expose us to liability claims, for which we may not 
have sufficient liability insurance. A successful suit against us could harm our 
business and financial condition. 


Government regulation and environmental considerations could delay or 
prevent product offerings, resulting in decreased revenues. 


We are and will continue to be subject to certain legislation and regulations 


dealing with the environment and the composite industry. There is no certainty 
about the extent or direction of future regulation in this area and adverse 
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legislation dealing with the impact of composites on the environment or the 
transportation of goods could adversely affect the sale of current and future 
products. 


We believe that we are in full compliance with all applicable environmental 
legislation and regulations. However, there can be no assurance that our 
products are free of all VOC's or other harmful products, that our products 
comply with all existing environmental legislation and regulations, or that our 
products will be in compliance with all environmental legislation and regulations 
enacted in the future. 


We are not currently subject to other direct regulation by any government 
agency, other than applicable securities laws, regulations applicable to 
businesses generally and laws or regulations directly applicable to the composite 
industry. |. We cannot provide assurances that any new legislation or regulation 
will not be enacted, nor that the application of laws or regulations from 
jurisdictions whose laws do not currently apply to our business will subsequently 
become applicable. 


If we are unable to manage our growth effectively, our revenues may not 
increase, our cost of operations may rise and we may remain unprofitable. 


We may be subject to growth-related risks including capacity constraints and 
pressure on our internal systems and controls. Our ability to manage our growth 
effectively will require us to continue to implement and improve our operational 
and financial systems and to expand, train and manage our employee base. 
While management believes that it will have made the necessary investments in 
infrastructure to process anticipated volume increases in the short term, we may 
experience growth in the number of our employees and the scope of our 
operating and financial systems, resulting in increased responsibilities for our 
existing personnel, the hiring of additional personnel and, in general, higher 
levels of operating expenses. 


Exchange rate fluctuations may harm our results of operations. 


We do not engage in any hedging or currency trading activities. Our business 
activities are conducted in Canadian and U.S. dollars and our assets and 
liabilities are recorded in Canadian dollars. Approximately three quarters of our 
sales revenue are in U.S. dollars and the majority of our costs of sales and 
administrative costs are in Canadian dollars. We have no U.S. dollar 
denominated assets. The Canadian dollar has appreciated significantly against 
the U.S. dollar in the past year. 


Expansion into the United States and other markets outside of Canada 
could strain our financial position. 


We will invest significant financial and managerial resources to expand our sales 
and marketing operations into the United States and, possibly, other foreign 
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countries. Should we find it necessary to do so, the cost of opening new offices in 
the United States and abroad and hiring new personnel for such offices could 
significantly decrease our profitability, if such new offices do not generate 
sufficient additional revenue. 


Some of our directors are engaged in other activities which may pose 
potential conflicts of interest. 


Certain of our directors and officers are engaged in, and will continue to engage 
in, other business activities on their own behalf and on behalf of other companies 
and, as a result of these and other activities, such directors and officers may 
become subject to conflicts of interest. These conflicts of interest could result in 
some of our directors or officers competing against us. 


Note regarding forward-looking statements 

Certain information regarding Resin Systems Inc. set forth in this document, 
including management’s assessment of the Company’s plans and future 
operations, contains forward-looking statements that involve substantial known 
and unknown risks and uncertainties. These forward-looking statements are 
subject to numerous risks and uncertainties, certain of which are beyond the 
Company's control, including the impact of general economic conditions, industry 
conditions, volatility of commodity prices, currency fluctuations, environmental 
risks, the lack of availability of qualified personnel or management, stock market 
volatility and ability to access capital from internal and external sources. The 
Company’s actual results, performance or achievement could differ materially 
from those expressed in, or implied by, these forward-looking statements and, 
accordingly, no assurance can be given that any of the events anticipated by the 
forward-looking statements will transpire or occur, or if any of them do so, what 
benefits that the Company will derive there from. The Company undertakes no 
responsibility to update the information provided herein 
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14604 — 115A Avenue 
Edmonton, AB, T5M 3C5 
Tel: 780-482-1953 Fax: 780-452-8755 


Management’s Responsibility for Financial Reporting 
December 31, 2004 


The accompanying consolidated financial statements and all of the information included in this 
report have been prepared by and are the responsibility of management and the Board of Directors 
of Resin Systems Inc. The consolidated financial statements have been prepared in accordance 
with Canadian generally accepted accounting principles and reflect management’s best estimates 
and judgments based on currently available information. The significant accounting policies which 
management believes are appropriate for the Company are described in Note 2 of the consolidated 
financial statements. 


The Company has developed and maintains an appropriate system of internal controls in order to 
ensure, on a reasonable and cost-effective basis, that relevant and reliable financial information is 
produced. 


The Board of Directors is responsible for reviewing and approving the consolidated financial 
statements and overseeing management’s performance of its financial reporting responsibilities. 
The Board has appointed an Audit Committee comprising of three independent Directors. 


The Audit Committee reviews the financial statements, the adequacy of internal controls, the audit 
process and financial reporting with management and the external auditors. The Audit Committee 
reports to the Board of Directors prior to the approval of the audited financial statements for 
publication. 


KPMG LLP, have been appointed as external auditors to perform an audit of the consolidated 
financial statements in accordance with Canadian generally accepted auditing standards to enable 
them to express to the shareholders their opinion on the consolidated financial statements. 


July 29, 2005 

Signed “Greg Pendura’” Signed “Susan Bannerman” 
Greg Pendura Susan Bannerman 
President and CEO Controller 
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Consolidated Financial Statements 
Year Ended December 31, 2004, the Four Months Ended December 31, 2003 and Years Ended August 
31, 2003 


Restated 


FS-1 


AUDITORS’ REPORT TO SHAREHOLDERS 


We have audited the consolidated balance sheets of Resin Systems Inc. as at December 31, 2004 and 2003 
and August 31, 2003 and the consolidated statements of loss, deficit and cash flows for the year ended 
December 31, 2004, the four month period ended December 31, 2003 and the years ended August 31, 2003 
and 2002. These financial statements are the responsibility of the Company's management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 2004 and 2003 and August 31, 2003 and the results of its 
operations and its cash flows for the year ended December 31, 2004, the four month period ended 
December 31, 2003 and the years ended August 31, 2003 and 2002 in accordance with Canadian generally 
accepted accounting principles. 


As described in note 18(a) to the consolidated financial statements, the accompanying consolidated financial 
statements of Resin Systems Inc. as at and for the year ended 
December 31, 2004 have been restated. Our previously issued auditors’ report dated 
April 15, 2005 has been withdrawn. 


Signed “KPMG LLP” 
Chartered Accountants 


Edmonton, Canada 


April 15, 2005, except for note 18(a) and note 21, which are as of July 29, 2005 
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COMMENTS BY AUDITORS FOR U.S. READERS 
ON CANADA - U.S. REPORTING DIFFERENCES 


In the United States, reporting standards for auditors require the addition of an explanatory paragraph 
(following the opinion paragraph) when the financial statements are affected by conditions and events that 
cast substantial doubt on the company’s ability to continue as a going concern, such as those described in 
note 1 to the financial statements. Our report to the shareholders dated April 15, 2005, except for note 18(a) 
and note 21, which are as of July 29, 2005, is expressed in accordance with Canadian reporting standards, 
which do not permit a reference to such events and conditions in the auditors’ report when these are 
adequately disclosed in the financial statements. 


As described in note 21 (d) to the consolidated financial statements, the accompanying consolidated financial 
statements of Resin Systems Inc. as at and for the year ended August 31, 2003 have been restated. 


Signed “KPMG LLP” 


Chartered Accountants 


Edmonton, Canada 


July 29, 2005 
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CONSOLIDATED BALANCE SHEETS 
(Canadian Dollars) 


As at 


ASSETS 

Current assets: 
Cash and cash equivalents 
Accounts receivable (note 4) 
Share proceeds receivable 

(note 11(a)) 

Receivable from NRC (note 18(a) ) 
Inventories (note 5) 


(See Note 18(a)) 


Restated 


2004 


December 31, 


$ 


WS) Tep oT 
28105053 


541,070 


Restated 
(See Note 2(k)) 


2003 
December 31, 


St bs 045 1656 
278 72017 


1,904,243 


371 Big kde 


Restated 

(See Note 2(k)) 
2003 
August 31, 


Si 2 232,394 
188,446 


145,162 
429,480 


Prepaid expenses and deposits 


Prepaid rent and 
security deposit 
Restricted cash (note 3) 
Property, plant and equipment 
(note 6) 
Intangible assets (note 7) 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities: 
Accounts payable 
Accrued liabilities 
Current portion of obligations 
under capital lease (note 10) 


Long-term payable to NRC (note 18(a) ) 


Deferred lease inducement 
Obligations under capital lease 


$ 


$ 


85,328 
2,828,128 


OOS 
150,000 


8) 7p digs} 0) PAO 


97 229) 1228 


O99 2 
(spo el leyS) 


56,280 
1,443,711 
498,263 
43,254 


1937398 
37, Olan OES, 


2G SEO 


pS) TNs 
175365 267 
5 6, 9235491 


$ 50:47, 554 
790,479 


12955030 
385,274 


88,734 
3,084,216 


24,093 


1,016,588 
1,646,000 
Shas (P0760 7 


$ 405,763 
230,235 


635,998 
343,425 


net of current portion (note 10) 


Shareholders! equity: 
Share capital (note 11) 
Warrants (note 11) 
Contributed surplus 
Deficit 


Nature of operations (note 1) 
Change in accounting policy (note 2(k)) 
Commitments (note 12) 


64,845 
2,950,073 


36,377,404 
17 2:0'6;, 98:7 
2,417,842 

(32,823,058) 
act ESI dl TRS) 


1,680,304 


OO ioe 
ZF Ono Ie. 
dy, 143°, 862 

(18,009,404) 
5) PACH) peal S37 


979 423 


16,750,494 
27 O6Sieb22 
850,805 
(14,872,947) 
4,791,474 


Subsequent events (note 20) 


$ 


9,229,248 


Gy 9 eon eae 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 
Signed “Greg Pendura™ 
Director 


Signed “Zsolt Feketekuty™ 
Director 
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RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


ae 


Nature of operations: 


Resin Systems Inc. (the “Company”) was incorporated on July 26, 1995 under 
the Business Corporations Act of Alberta and commenced active operations on 
September 1, 1995. Until late fiscal 2000, the Company’s primary business 
was the sale of a protective coating, "Uni-Seal™", produced from recycled 
tires. Since that time, the Company's primary business is the development 
and marketing of its composite resin system marketed under the trade name 
Version™ resin. Additionally, the Company is completing the infrastructure, 
production, testing and marketing of its composite utility poles utilizing 
its proprietary Version™ resin system. The Company is traded on the TSX 
Venture Exchange under the symbol “RS”. 


The Company is a reporting foreign private issuer in the United States. The 
Company is also listed on the OTC Bulletin Board and is traded under the 
symbol “RSSYF”. 


The Company has changed its fiscal year end to coincide with the calendar 
year to be readily comparable with other companies in its industry. It has 
received regulatory approval for this change and these financial statements 
represent the year ended December 31, 2004 and the four months ending 
December 31, 2003. 


Future Operations 


These consolidated financial statements have been prepared on a going concern 
basis accordance with Canadian generally accepted accounting principles, 
which assumes the Company will realize its assets and discharge its 
liabilities and commitments in the normal course of business. The 
application of the going concern concept is dependent upon the ability of the 
Company to generate profitable operations and raise additional capital to 
support its ongoing development and operating activities. As the Company 
only completed the development of its composite resin systems used in the 
production of utility poles and hockey sticks during the period, it has not 
yet achieved the anticipated revenue streams from these products. For the 
year ended December 31, 2004, the Company reported a loss of $14,315,391 and 
has an accumulated deficit of $32,324,795. As at December 31, 2004, the 
Company has positive working capital of $1,384,417. 


Subsequent to year end, the Company has completed a private placement of 
8,695,582 common shares for gross proceeds of $9,999,919 (note 20 (a)). 
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RESIN SYSTEMS INC. 
Notes to Consolidated Financial Statements, continued 
(Canadian Dollars) 


Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


i. 


Nature of operations, (continued): 


Future Operations, (continued) 


The application of the “going concern” concept is dependent on the Company’s 
ability to generate future profitable operations and receive continued 
support from shareholders and investors. 


These financial statements do not reflect any adjustments should the Company 
be unable to continue as a going concern and therefore, be required to 
realize its assets and discharge its liabilities in other than the normal 
course of business and at amounts differing significantly from those 
reflected in the financial statements. 


There can be no assurance that management’s plans will be successful as such 
plans are contingent upon new equity and debt funds from shareholders and 
investors, as well as improved market, acceptance and revenues for the 
Company’s products and services. 


Failure to raise additional equity or debt funds and generate profitable 
operations may require the Company to either restructure or curtail 
operations and the Company’s ability to continue as a going concern will be 
impaired. The outcome of these matters cannot be predicted at this time. 


Significant accounting policies: 


(a) Basis of presentation: 
The consolidated financial statements are prepared in accordance with 
Canadian generally accepted accounting principles (“GAAP”). 


These consolidated financial statements include the accounts of the 
Company, Resin Systems Inc., its Canadian subsidiary, New Version 
Sports Inc., and its Barbadian subsidiary, Resin Systems International 
tag The Company also has the following inactive subsidiaries as at 
December 31, 2004; Uni-Seal USA Ltd., Uni-Seal Moulding Technologies 
Inc., RS Technologies Inc., Resin Systems Incorporated, Resin Systems 
Sales Limited (Ireland), 1111377 Alberta Inc and Euro-Projects (LTTC) 
Material inter-company transactions and balances have been eliminated 
on consolidation. 
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RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


2. Significant accounting policies, (continued) : 


(b) Use of estimates: 

The preparation of financial statements in accordance with Canadian 
generally accepted accounting principles require management to make 
estimates and assumptions that affect the reported amounts of assets 
and liabilities and disclosure of contingent assets and liabilities at 
the date of the financial statements and the reported amounts of 
revenues and expenses during the periods. Actual results could differ 
from those reported. The recoverable values of the inventories, 
property, plant and equipment and intangible assets, and the estimated 
useful lives of property, plant and equipment and intangible assets, 
are the more significant items subject to estimates in these financial 
statements. 


(c) Cash and cash equivalents: 
Cash and short-term investments are carried at cost, which approximates 
market value. The Company considers deposits in banks, certificates of 
deposit and short-term investments with original maturities of three 
months or less as cash and cash equivalents. Cash subject to 
restrictions that prevent its use for current purposes is included in 
restricted cash. 


(d) Inventories: 
Raw materials are stated at the lower of weighted average cost and 
replacement cost. Work in process and finished goods inventories are 
stated at the lower of cost and net realizable value. 


(e) Property, plant and equipment: 


Property, plant and equipment are stated at cost. Equipment under 
construction is not amortized until it is substantially complete and 
ready for productive use. Amortization is provided on a declining 


balance basis over the estimated useful lives as follows: 


Asset Rate 
Building 4% 
Equipment 20% 
Automotive 30% 
Computer hardware, and software 50% 


Leasehold improvements are amortized over the term of the property 
leased on a straight-line basis. 


Repairs and maintenance expenses are charged to operating expense as 
incurred. 
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RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


2. Significant accounting policies, (continued): 


(e) Property, plant and equipment, (continued): 
During the year management revised the estimated useful life for 
computer hardware and software from 30% to 50% declining balance. This 
change was made as management believes that the technological advances 
in the computer industry have reduced the useful life of its computer 
hardware and software. 


This accounting change has been applied on a prospective basis and the 
effect of this change is to increase amortization for the year by 
$124,634 and the loss for the year by the same amount. 


(£) Impairment of long-lived assets: 

Effective September 1, 2003, the Company has prospectively adopted the 
new recommendations of the Canadian Institute of Chartered Accountants 
(“CICA”) Handbook section 3063, Impairment of Long-lived Assets, with 
respect to the measurement and disclosure of the impairment of long- 
lived assets. This standard requires the recognition of an impairment 
loss for a long-lived asset to be held and used when changes in 
circumstances cause its carrying value to exceed the total undiscounted 
cash flows expected from its use. If the sum of the undiscounted 
future cash flows expected to result from the use and eventual 
disposition of the group of assets is less than its carrying amount, it 
is considered impaired. An impairment loss is measured as the amount 
by which the carrying amount of the group of assets exceeds its fair 
value. During the year ended December 31, 2004, the Company recorded 
an impairment loss of $1,516,950 (see notes 6 and 7). 


(g) Intangible assets: 

Goodwill and intangible assets with indefinite useful lives are not 
amortized, but instead are tested for impairment at least annually by 
comparing their fair values with their book values. Intangible assets 
with determinable lives are amortized over their estimated useful lives 
and are tested for impairment by comparing their book values with the 
undiscounted cash flow expected to be received from their use. When 
the net carrying amount of an intangible asset exceeds the estimated 
net recoverable amount, the asset is written down with a charge against 
income in the period that such a determination is made. 


These assets are amortized at a rate of 20% using the declining balance 


method, which is consistent with the tangible assets utilizing the 
intangible asset. 
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RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


2. Significant accounting policies, (continued) : 


(h) Research and development: 
The Company is engaged in research and development work and the costs 
of such are expensed as incurred, unless they meet the criteria for 
deferral established by Canadian generally accepted accounting 


principles. Management assesses the applicable criteria on an ongoing 
basis. Research and development costs are reduced by any related 
government assistance and tax incentives. No amounts have been 
capitalized. 

(i) Foreign currency translation: 


Foreign currency denominated monetary assets and liabilities are 
translated into Canadian dollars at exchange rates prevailing at the 
balance sheet date. Revenues and expenses are translated at the 
exchange rate in effect at the transaction date. 


The Company’s subsidiaries are fully integrated subsidiaries and are 
translated into Canadian dollars using the temporal method, whereby 
monetary assets and liabilities are recorded at exchange rates in 
effect at the balance sheet date, non-monetary assets are recorded at 
historical exchange rates, and revenues and expenses are recorded at 
the exchange rate on the transaction date. 


Exchange gains and losses are included in the determination of earnings 
(losses). For the year ended December 31, 2004 foreign exchange 
earnings (losses) were $6,937 (four months ended December 31, 2003 - 
$(19,633); year ended August 31, 2003 - $1,619 and year ended August 
By 20028 = Sai wia cine 


The following rates were used in the preparation of the financial 


statements: 

Average rate Rate at year-end 
United States Dollars: 
December 31, 2004 es 0L5 T2084 
December 31, 2003 Ab SVAT/ES 12923 
August 31, 2003 sion 123850 
Barbadian Dollars 
December 31, 2004 06527 0.6030 
December 31, 2003 0.6690 0.6506 
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RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


2. Significant accounting policies, (continued): 


(j) Deferred Lease Inducement: 
The Company has received a rent inducement on its Calgary office. This 
inducement is amortized over the remaining term of its lease. 


(k) Change in accounting policy stock-based compensation plans: 

Effective January 1, 2004, the Company retroactively adopted the new 
Canadian standard for “Stock Based Compensation and Other Stock Based 
Payments”, which requires that fair-value method of accounting be 
applied to all stock-based compensation payments for both employee and 
non-employees. Under the fair-value based method, compensation cost is 
measured at fair value at the grant date and is expensed over the 
awards vesting period. In accordance with one of the transitional 
provisions, the Company has retroactively applied the fair-value based 
method to all employee stock options granted on or after September 1, 
2002 and has restated prior periods. Prior to September 1, 2002, the 
Company accounted for its employee stock options under the settlement 
method and no compensation expense was recognized. 


The effect of retroactively adopting the fair value based method is to 
increase the loss for the four month period ended December 31, 2003 by 
$244,904 (August 31, 2003 - $2,229) and increase the retained deficit, 
and to increase contributed surplus by $244,904 (August 31, 2003 - 
SQe 220) t In addition, the effect of the change on basic and diluted 
earnings per share was $0.01 for the four month period ended December 
31, 2003 and nil for the year ended August 31, 2003. 


(1) Revenue recognition: 
Revenue from product sales is recognized upon delivery, since title has 
passed to the customer, persuasive evidence of an arrangement exists, 
performance has occurred, receivables are reasonably assured of 
collection, customer specified test criteria have been met, and the 
earnings process is complete. The Company has no further performance 
obligations other than its standard manufacturing warranty. 


The Company sells nearly all its products on a “F.O.B. Plant” basis and 
all the risk of loss is assumed by the customer once the product has 


left the Company’s plant. For those less common situations where the 
Company bears the risk of loss until the product has arrived at the 
customer’s location, the Company defers recognizing the revenue 


associated with the transaction until confirmation of receipt of the 
goods is obtained. 


FS-11 


RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


2. Significant accounting policies, (continued) : 


(1) Revenue recognition, (continued) : 
Rental revenue is recognized on a straight-line basis over the term of 
the rental agreement. Investments income iS recognized as it is 
earned. 


(m) Income taxes: 

The Company uses the asset and liability method of accounting for 
income taxes. Under the asset and liability method, future tax assets 
and liabilities are recognized for the future tax consequences 
attributable to temporary differences between the financial statement 
Carrying amounts of existing assets and liabilities and their 
respective tax bases. Future tax assets and liabilities are measured 
uSing enacted or substantively enacted tax rates expected to apply to 
taxable income in the years in which those temporary differences are 
expected to be recovered or settled. The effect on future tax assets 
and liabilities of a change in tax rates is recognized in income in the 
period that includes the date of enactment or substantive enactment. A 
valuation allowance is recorded against any future income tax asset if 
it is more likely than not, the asset will not be realized. 


(n) Losses per common share: 

Basic loss per share is computed by dividing net loss by the weighted 
average number of Common Shares outstanding during the year. Shares 
issued during the year are weighted for the portion of the year that 
they were outstanding. If a diluted loss per share was presented, it 
would be computed similar to basic loss per share except that the 
weighted average shares outstanding would be increased to include 
additional shares from the assumed exercise of all stock options and 
warrants. Diluted loss per share is not presented as it is anti- 
dilutive and would report a lower loss per share. 


The Common Shares held in performance escrow (see note 11(e)) are only 
included in the calculation of basic earnings per share when all the 
necessary conditions for their issuance have been satisfied. At the 
Annual General and Special meeting held on October 15, 2002, the 
Company’s escrowed Common Shares were changed from a performance escrow 
to a time release escrow and are no longer contingently issuable. Asa 


result, the Company’s weighted average number of Common Shares 
outstanding for the period ended August 31, 2002 has been reduced by 
9,699,560. This reduction has increased the loss per share for the 


year ended August 31, 2002 to $0.09 from $0.06. As at December 31, 
2004 and December 31, 2003 the Company has a loss per share of $0.23 
and $0.07 respectively. 
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RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


2. Significant accounting policies, (continued): 


(o) Comparative figures: 
Certain comparative figures have been reclassified to conform to the 
financial statement presentation adopted in the year ended 
December 31, 2004. 


(p) Recently issued accounting pronouncements: 


(i) 


ei 


Consolidation of variable interest entities: 

in==wune: = 20037 the CICA issued Accounting Guideline AcG-15, 
“Consolidation of Variable Interest Entities” (VIEs). VIES are 
entities that have insufficient equity and/or their equity investors 
lack one or more specified essential characteristics of a 
controlling financial interest. The guideline provides specific 
guidance for determining when an entity is a VIE and what entity, if 
any, should consolidate the VIE for financial reporting purposes. 
The guideline is effective on January 1, 2005 on a retroactive basis 
except that restatements are not required. The adoption of this 
standard, is expected to have an impact on the consolidated 
financial statements when the Company’s joint venture with Euro- 
Projects (LTTC) becomes active. 


Revenue recognition: 
In December 2003, the Emerging Issues Committee released EIC-141 


“Revenue Recognition” relalohy Wapmher ike) “Revenue Arrangements with 
Multiple Deliverables”, which are effective on a prospective basis 
for 2004" EIC-141 incorporates the principles and guidance under 


U.S. GAAP and EIC-142 addresses certain aspects of the accounting by 
a vendor for arrangements under it will perform multiple revenue 
generating activities. The adoption of these standards did not have 
a material impact on the consolidated financial statements. 


(iii) Vendor rebates: 


In January 2005, the CICA amended EIC-144, “Accounting by a customer 
(including a reseller) for certain consideration received from a 
vendor.” The consensus is effective retroactively for periods 
commencing on or after February 15, 2005. The consensus requires 
companies to recognize the benefit of non-discretionary rebates for 
achieving specified cumulative purchasing levels as a reduction of 
the cost of purchases over the relevant period, provided the rebate 
is probable and reasonably estimable. Otherwise, the rebates would 
be recognized as purchasing milestones are achieved. The Company is 
assessing the impact of the new consensus but does not expect it to 
have a material impact on the consolidated financial statements. 
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RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


2s 


Significant accounting policies, (continued): 


Che 


(p) Recently issued accounting pronouncements, (continued) : 
(iv) Financial instruments: 

in Sawianuesy  IZi005i, the, | (CICA ye aissuedeesSeceitony 93855, ‘Financial 
Instruments - Recognition and Measurement” and Section 1530, 
“Comprehensive Income”. The new standards will be effective for 
interim and annual financial statements commencing in 2007. Earlier 
adoption is permitted. Most significantly for the Company, the new 
standards will require presentation of a separate statement of 
comprehensive income. Foreign exchange gains and losses on the 
translation ois the financial statements of self-sustaining 
subsidiaries previously recorded in a separate section of 
shareholders’ equity will be presented in comprehensive income. The 
Company is assessing the impact of this new standard. 


Restricted cash: 


The Company has established the use of corporate credit cards in the 


purchasing of specific materials and services. As collateral for the credit 
card charges, the grantor required that $150,000 be held in a separate 
AaCCOUNE {LOT Genes ai1Gnt Oto tis eter This amount is, as at December 31, 2004, 


considered encumbered. 
Accounts receivable and allowance for doubtful accounts: 


The Company reports accounts receivable net of allowance for doubtful 
accounts and accounts that have been written off directly to expense as they 
become uncollectible during the year. The Company evaluates the 
collectibility of accounts receivable and records an allowance for doubtful 
accounts, which reduces the receivables to the amount management reasonably 


believes will be collected. A specific allowance is recorded against 
customer receivables that are considered to be impaired based on the 
Company’s knowledge of the financial condition of its customers. In 
determining the amount of the allowance, the following factors are 
considered; the aging of the receivables; customer and industry 


concentrations; the current business environment; and historical experience. 
Allowance for doubtful accounts as at December 31, 2004, December 31, 2003 
anadPaAugusts 3ilise2 00S Bwense; aS53 /88S4 78S3 9,508 vandenaal. 


FS-14 


ee 


RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


5. Inventory and reserve for obsolete allowance: 


The Company reports inventories net of a reserve for obsolescence. In 
determining the net realizable value, the Company considers factors such as; 
the aging and future demand of the inventory, contractual arrangements with 
customers, and the ability to redistribute inventory to other programs or 
return inventory to suppliers. 


Dec. 2004 Dec. 2003 Aug. 2003 
Raw materials and work in process $ 725,059 $ 324,428 ~ 5 342197 1 
Equipment for resale 12972 L297 25 OF aL 
Finished goods 692,149 295,462 279,563 
Finished goods on consignment 81,206 == -- 
Reserve for obsolescence (190867559) (372,983) (321,869) 
$ 541,070 Loa Pee 
6. Property, plant and equipment: 
Accumulated Net book 
Cost amortization value 
December 31, 2004: 
Land Se HOI Ole $ == S$ 1,801,600 
Building 1 8 Soy 02,0 Qe ou ES OOo S: 
Equipment, furniture 
and fixtures 3,164,769 655,144 27 509625 
Computer hardware and 
software 710.93 BM eval s 50) 409,091 
Automotive 2A ASA, DET ENG 18,961 
Leasehold improvements 22 lenin 96,680 abe OAT 
SSaglep bialis} r Baie SV ells S289 Soy LESION AAP IL 
December 31, 2003: 
Equipment, furniture 
and fixtures Sl Alo oye See Lonso0s Sal a 76 
Computer hardware and 
software 381,594 149,589 232%, 005 
Automotive 14,970 oy, SyoIe) 9,431 
Leasehold improvements 73,443 9), 299 54,144 
Sy) AUPAPN GS yshal Ss) 585//285 Sou, 290 
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RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 
(Canadian Dollars) 


Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


6. Property plant and equipment, (continued) : 


Accumulated Net book 
Cost amortization value 
August 73i9,-2003" 
Equipment, furniture 
and fixtures SA Ay OO: S360 7,459 Sup / 8842 
Computer hardware and 
software 297 a5 5 23 poo 1737645 
Automotive vay, 97/0 4,491. LOFTS 
Leasehold improvements 657326 14,404 48,922 
Sal Salis) pW Sy SS" SOS vaN64 Sid. OmGyb oe 


Equipment include assets under capital lease with a gross cost of $236,495 
(December 31, 2003 - nil, August 31, 2003 - nil and August 31, 2002 - nil) 
and accumulated amortization of $35,474 (December 31, 2003 - nil, August 31, 
2003 - nil and August 31, 2002 - nil). 


Equipment represents various assets, some self constructed and others 


purchased from third parties that are used in the production of composite 
utility poles. 


To date, the Company has not yet achieved profitable operations from the 
production and sale of its composite utility poles. The failure to achieve 
profitable operations has caused substantial doubt about the application of 
the “going concern” concept (see note 1). 


During the current year ended December 31, 2004, the Company reduced the 
carrying value of one of its pieces of filament winding equipment owing to 
technical changes in its processes for production of utility poles as this 
equipment is highly specialized and there is no ready secondary market for 
its disposal. As a result, this equipment was written down from its carry 
value of $287,936 to its estimated fair value of Nil. The resulting 
impairment loss of $287,936 has been recorded in written down property, plant 
and equipment and intangible assets in the current year loss. 


Should customer demand for the composite utility poles not materialize at 
sufficient volumes and at prices that exceed the Company’s:: cost to 
manufacture, it may result in a further impairment of these recently acquired 


units and may, in turn, result in an adjustment of the future carrying values 
by a material amount. 


FS-16 


RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


6. 


Property plant and equipment, (continued) : 


As at December 31, 2004, the Company had under construction a piece of 
production equipment carried at $161,364, which was not subject to 
amortization. 


During the year ended December 31, 2004, the Company sold automotive 
equipment for gross proceeds of $11,000. 


As at December 31, 2003, the Company had under construction a piece of 
production equipment carried at $536,836 (August 31, 2003, $165,502), which 
was not subject to amortization. 


During the year ended August 31, 2003, the Company sold an excess computer 
program for gross proceeds of $2,345. 


In the year ended August 31, 2003, the Company transferred equipment that was 
held for resale and classified in inventory to, property, plant and equipment 
at its carrying value of $16,598. 


During the year ended August 31, 2002, the Company moved the location of its 
head office and as a result, unamortized leasehold improvements relating to 
the previous location of $12,414 were written off. 


Intangible assets: 
Accumulated Net Book 
Cost amortization value 
December 31, 2004 
Technology rights to 
filament winding : Sm eid pal NES 7E srar(ON(0) S$ 828,486 SaL,.229 0a 4 
Less impairment reduction (27.0577 50:0) (828,486) (12297014) 
December 31, 2003 
Technology rights to 
filament winding Setar Die e010 GIA SIRES! SPP US eS ape Ba ayy) 
PuGustmsi, 82003 
Technology rights to 
filament winding So 2705 Ul C6 a4 e500 S 1,646,000 
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Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


le 


Intangible assets, (continued): 


During the current year ended December 31, 2004, the Company reduced the 
carrying value of one of its pieces of filament winding equipment owing to 


technical changes in its processes for production of utility poles. As a 
result, technical rights relating to filament winding was written down from 
its carrying amount of $1,229,014 to its estimated fair value of Nil. The 


resulting impairment loss of $1,229,014 has been recorded in write down of 
property, plant and equipment and intangible assets in the current year loss. 


In January 2003, the Company completed a transaction with Canzeal Enterprises 
Ltd. for the purchase of filament winding technology, which can be used in 
the production of composite utility poles and light standards as well as 
other products. This transaction involved the issuance of 3,000,000 units 
Viehieie Yel AbbaabiG jopgalyets) Cope SO) Sie). Each unit comprised one Common Share and one- 
half Common Share warrant with an exercise price of $0.75 exercisable at any 
time until January 6, 2004. The Company valued the transaction at the fair 
value of the consideration given, totaling $2,057,500, of which $377,500 was 
attributed to the warrant component. 


The fair value of the warrants was calculated using the Black-Scholes pricing 
model and reflects the following assumptions: 


Risk free interest rate 3.25% 
Expected life of option 1 year 
Expected volatility 139% 
Expected dividends Nil 


Related party transactions: 


During the year ended December 31, 2004, the Company contracted with two of 
its senior officers. One was for managerial services amounting to $136,172 
which is included in the general and administrative expenses. The other 
senior officer provided various services to the Company in the aggregate of 
$96,788 which is included in capitalized leasehold improvements, direct and 
product development and for general and administrative expenses. The 
transactions were in the normal course of operations and were measured at the 
exchange amount, which is the amount of consideration established and agreed 
to by the related parties. 


During the year ended August 31, 2003, the Company contracted with one of its 
directors and senior officers to provide services in the amount of $8,196 for 
capitalized leasehold improvements and direct and product development costs. 
The transactions were in the normal course of operations and were measured at 
the exchange amount, which is the amount of consideration established and 
agreed to by the related parties. 
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Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


9. Notes payable: 


During the year ended August 31, 2002, the Company issued $739,000 in new 
secured convertible promissory notes. These notes bore interest at a rate of 
12% per annum with interest commencing February 1, 2002, and due December 20, 
2002. Additionally, these notes were, at the option of the holder, 
convertible to an equity unit on the basis of one “unit” for each $0.32 of 
principal and interest. Each unit was comprised of one Common Share and one 
warrant to purchase a Common Share at a price of $0.75 per share on or before 
December 20, 2002. The conversion right was deemed to be exercised on the 
date the Company entered into the proposal with the National Research Council 
of Canada to receive funding (see notes 11(a) and 18(a)). 


On April 18, 2002 the Company entered into an agreement with the National 
Research Council which triggered the deemed conversion of the notes and 
$860,241 of principal and accrued interest was converted to Common Shares and 
warrants. 


10. Obligations under capital lease: 
Obligations under capital lease are payable in equal monthly installments of 
$5,162 including interest at 6%, due January 15, 2007, for office equipment, 
having a net book value of $201,021 (December 2003 - Nil, August 2003 - Nil 
and August 2002 - Nil). 


Minimum lease payments related to the obligation under capital lease are as 


follows: 
Amount 
December 31, 2005 S$ 61), 945 
December 31, 2006 61,945 
January 30, 2007 5) 463 
Minimum lease payments 1297053 
Less amount representing interest at 6% 7,922 
Present value of net minimum capital lease payments OH 2S 
Current portion of obligations under capital lease (56,280) 
$ 64,845 


Interest of $8,036 relating to capital lease obligations has been included in 
interest and other charges for the year ended December 31, 2004. 
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Notes to Consolidated Financial Statements, 
(Canadian Dollars) 

Year ended December 31, 2004, 
ended August 31, 2003 and 2002 


continued 


Four months ended December 31, 2003 and the Years 


11. Share capital: 


(a) Authorized and issued shares: 


The Company’s authorized share capital consists of an unlimited number 
of Common Shares and preferred shares issuable in series. 


The Company’s issued share capital consists of the following Common 
Shares and warrants: 


Common Shares Warrants 
Number Amount Number Amount 

Balance August 31, 2002 SOAS assy Sy ae) ASS, OE) 6,438,253. oS Tyo eao 
Expired warrants’? -- -- (2,688,253) (382,381) 
Shares issued for intangible 

asset (note 7) 3,000,000 1,680,000 1,500,000 377,500 
Issued for cash pursuant to 

January 9 2003 private placement'®’ 6,000,000 ns Sabal (OO 3,000,000 1,689,000 
Shares to be issued pursuant to 

ARC Agreement (note 18(b) ) TS 40s WPA) peli? -- -- 
Shares issued to ARC (note 18(b)) 129,347 125,000 -- -- 
Exercised warrants’? 2,416,750 1,904,400 (2,416,750) (454,349) 
Exercised warrants"? 849,400 689,883 (849,400) (180,243) 
Exercised warrants'*’ 483,850 392,983 (483,850) (102,673) 
Exercised warrants'®) 6,000 7,878 (6,000) (3,378) 
Stock options exercised 5327 5.00 195,800 -- -- 
Payment on promissory notes" * ® -- 194,000 -- -- 
Share issue costs == (13'S 7:627)) -- -- 
Balance August 31, 2003 AGT) Ohio ele, al Ot LOU ns Oe 4,494,000 S)250637 U22 
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Notes to Consolidated Financial Statements, 
(Canadian Dollars) 

Year ended December 31, 2004, 
ended August 31, 2003 and 2002 


continued 


Four months ended December 31, 2003 and the Years 


11. Share capital, (continued): 
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(a) Authorized and issued shares, (continued) : 
Common Shares Warrants 
Number Amount Number Amount 

Balance August 31, 2003 Ali STIpa4IsS 16,750,494 4,494,000 S25 OGsrale2 
Shares to be issued pursuant 

to ARC agreement (note 18(b) ) 148,812 103,017 -- -- 
Stock options exercised 

net of contributed surplus 

of $14,234 162,500 76,500 -- -- 
Warrant exercise’® 191,650 2516317 (191,650) (107,899) 
Issued for cash pursuant to 

December 28, 2003 private 

placement”? 3,750,000 DBD SAS 3,750,000 ESS 
Payment on promissory notes'*’ -- 31,540 -- -- 
Share issue costs -- (69,682) =- == 
Balance forward December 31, 2003 51,830,409 PO S37 2).03: 8,052,350 2,726,598 
Shares issued to ARC (note 18(b)) 23,818 18,811 -- -- 
Shares to be issued to 

ARC (note 18(b)) 125,000 100,000 -- -- 
Warrants exercised’ 2,802,350 3,679,486 (2,802,350) (1,577,723) 
Warrants exercised (note 7) 1,068,663 1,070,444 (1,068,663) (268,947) 
Expired warrants (note 7) -- == (431,337) (108,553) 
Issued for cash pursuant to 

May 19, 2004 private placement '®) 20259 7,508,482 3,606,380 786,191 
Broker Warrants attributed to 

share issue costs -- -- 449,239 147,133 
Issued for cash pursuant to 

June 1, 2004 private placement”? 1,060,150 995,852 530,075 223321 
Broker Warrants attributed to 

share issue costs -- -- 65,500 50,342 
Warrants exercised” 3,010,500 3,629,760 (3,010,500) (619,260) 
Expired warrants” s = (739,500) (152,115) 
Stock options exercised net of 

contributed surplus of $98,506 17500',,033 787,700 -- == 
Promissory notes paid" -- 98,000 = — 
Share issue costs -- (883,262) == = 
Balance December 31, 2004 68,633,682 $ 36,377,404 Wy OSL tose L206, 987 
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Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


11. Share capital, (continued): 
(a) Authorized and issued shares, (continued) : 


(1) During the year ended August 31, 2000, certain directors and 
officers exercised 750,000 options with an exercise price of $0.20 per 
share. Payment for these shares was made in the form of promissory 
notes” totaling: *Ssi50), 000. As collateral for notes the Company is 
holding the 750,000 shares. These promissory notes are interest free 
and have no fixed terms of repayment. In the fiscal year ended August 
31, 2002, a director and officer of the Company paid $2,000 for part of 
the note and as a result 10,000 shares were released. During the year 
ended August 31, 2003 two directors and employees of the Company paid 
$50,000 against the notes and as a result 250,000 shares were released. 
During the year ended December 13, 2004, three directors and an 
employee of the Company, paid $98,000 against the notes resulting in 
the release of the remaining 490,000 shares. 


Share transactions related to the promissory notes are as follows: 


Number of 

shares Amount 

Balance August 31, 2001 750,000 S 1507 G00 

Payment relating to shares (10,000) (2,000) 

Balance as at August 31, 2002 740,000 148,000 

Payment relating to shares (250,000) (50,000) 
Balance as at August 31, 2003 

and December 31, 2003 490,000 98,000 

Payment relating to shares (490,000) (98,000) 

Balance as at December 31, 2004 Nil S Nil 


(2) In April 2002, the Company entered into agreements with the 
National Research Council (“NRC”) which triggered the automatic 
conversion of Notes Payable referred to in Note 9. The conversion was 
part of the secured promissory notes where the holder received one 
equity unit for each $0.32 of principal and accrued interest. Each 
unit comprised of one Common Share and one Common Share warrant having 
an ascribed value. of $0.14224 per warrant, which was determined using 
the Black Scholes option pricing model with the following assumptions; 
interest free rate - 4.64%, dividend yield - nil, volatility 163%, 
expected option life 241 days, and a grant date fair value of $382,381. 
The total number of units converted were 2,688,253. 
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11. Share capital, (continued): 
(a) Authorized and issued shares, (continued) : 


(3) In May 2002, the Company completed the first closing of a private 
placement of 2,416,750 units at $0.40 per unit. Each unit consisted of 
one Common Share and one Common Share warrant which had an exercise 
price of $0.60 per share, exercisable any time prior to June 30, 2003. 
The warrants have an ascribed value of $0.188 per warrant, which was 
determined using the Black Scholes option pricing model with the 
following assumptions; interest free rate - 3.94%, dividend yield - 
nil, volatility 151%, expected option life 395 days, and a grant date 
fair value of $454,349. 


(4) In July 2002, the Company completed the final closing of the 
private placement mentioned in (3) above for a total of 1,333,250 units 
(see (5) below). Of this placement 849,400 units were distributed with 
the warrant having an exercise price of $0.60 and an ascribed value of 
$0.2122 per warrant, which was determined using the Black Scholes 
option pricing model with the following assumptions; interest free rate 
- 3.49%, dividend yield - nil, volatility 148%, expected option life 
350 days, and a grant date fair value of $180,243. 


(5) In conjunction with the July 2002 private placement (see (4) 
above), the Company issued to a director 483,850 Common Shares and 
483,850 Common Share purchase warrants in exchange for a promissory 
note in the amount of $193,540. The promissory note is non-interest 
bearing and is being repaid through the provision of consulting 
services at approximately $12,000 per month. If the consulting 
agreement is terminated, any amount outstanding is due within sixty 
days. As collateral for the note, the Company is holding the 483,850 
Common Shares and warrants. As at August 31, 2003, the balance 
outstanding was ‘$31,540. As at December 31, 2003, the remaining 
balance was repaid. 
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11. Share capital, (continued): 
(a) Authorized and issued shares, (continued) : 


Share transactions related to the promissory note are as follows: 


Number of 

shares Amount 
Balance August 31, 2001 NIL S} NIL 
Common shares issued to a director 483,850 193,540 
Payment relating to shares (45,000) (18,000) 
Balance as at August 31, 2002 438,850 PTD S40 
Payment relating to shares (360,000) (144,000) 
Balance as at August 31, 2003 78,850 31,540 
Payment relating to shares (78,850) (31,540) 
Balance as at December 31, 2003 NIL NIL 


(6) In January 2003, the Company announced the completion of a private 
placement of 6,000,000 units in conjunction with the provisions of the 
Canzeal transaction mentioned in note 7. The units consist of one 
Common Share and one half Common Share warrant with an ascribed value 
of $0.563 per warrant, which was determined. using the Black Scholes 
option pricing model with the following assumptions; interest free rate 
- 3.21%, dividend yield - nil, volatility 129%, expected option life 
365 days, and a grant date fair value of $1,689,000. The unit price 
was $0.50 per unit with the warrant exercise price of $0.75 per warrant 
exercisable any time on or before January 7, 2004. 
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11. Share capital, (continued): 
(a) Authorized and issued shares, (continued): 


(7) In December 2003, the Company completed a private placement of 
3,750,000 units consisting of one Common Share and one Common Share 
warrant. The units were priced at $0.80 each with the warrant having 
an ascribed value of $0.2057 each, which was determined using the Black 
Scholes option pricing model with the following assumptions; interest 
free rate - 3.03%, dividend yield - nil, volatility 78%, expected 
Option, Micrems66 days rand wangrant date. fair value iof $771,375. The 
warrants have an exercise price of $1.00 on or before June 29, 2004 and 
a price of $1.25 after June 29, 2004 and before December 29, 2004. As 
at December 31, 2003, the Company had share proceeds receivable of 
$1,904,243 related to this private placement. This amount was 
outstanding owing to delays in mail and courier service related to the 
holiday season but subsequent to December 31°*, has been received. 


(8) In May 2004, the Company completed its first close of a private 


placement brokered by Kingsdale Capital Markets Inc. This placement 
issued 7,212,759 units consisting of one Common Share and one half 
Common Share warrant. Each unit was priced at $1.15 per unit with the 


warrant having an ascribed value of $0.218 each, which was determined 
using the Black Scholes option pricing model with the following 


assumptions; interest free rate - 2.88%, dividend yield - nil, 
volatility 69%, expected option life 365 days, and a grant date fair 
Value of *S7i86,L9 1%. The Company issued Kingsdale 449,239 broker 


warrants with an ascribed value of $0.3275 each, which was determined 
using the Black Scholes option pricing model with the following 
assumptions; interest free rate - 2.88%, dividend yield - nil, 
volatility 69%, expected option life 365 days, and a grant date fair 
Value ob “Silay Lssie The broker warrants entitle Kingsdale to acquire 
equity in the Company based upon exercise dates. If the broker warrant 
is exercised on or before May 20, 2005, Kingsdale will receive one 
Common Share and one half Common Share warrant for $1.15. The warrant 
has an exercise price of $1.50 and an expiry date of November 20, 2005. 
If the broker warrant is exercised after May 20, 2005 and on or before 
November 20, 2005, Kingsdale receives one Common Share for $1.15. 
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babe 


Share capital, (continued): 


(a) 


(b) 


Authorized and issued shares, (continued) : 


(9) In June 2004, the Company completed its private placement brokered 
by Kingsdale Capital Markets Inc. This placement issued 1,060,150 
units consisting of one Common Share and one half Common Share warrant. 
Each unit was priced at $1.15 with the warrant having an ascribed value 
of $0.4213 each, which was determined using the Black Scholes option 
pricing model with the following assumptions; interest free rate - 
2.98%, dividend yield - nil, volatility 69%, expected option life 365 
days, and a grant date fair value of $223,321. The Company issued 
Kingsdale 65,500 broker warrants with an ascribed value of $0.7686 
each, which was determined using the Black Scholes option pricing model 
with the following assumptions; interest free rate - 2.98%, dividend 
yield - nil, volatility 69%, expected option life 365 days, and a grant 
date fair value of $50,342. The broker warrants entitle Kingsdale to 
acquire equity in the Company based upon exercise dates. If the broker 
warrant is exercised on or before June 1, 2005, Kingsdale will receive 
one Common Share and one half Common Share warrant for $1.15. The 
warrant has an exercise price of $1.50 and an expiry date of December 
ee 2 OO'SF. If the broker warrant is exercised after June 1, 2005 and on 


or before December 1, 2005, Kingsdale receives one Common Share for 
Sse 


Stock-based compensation: 
During the year ended December 31, 2004, the company recorded stock 
based compensation of $1,108,464 to employees, . directors and 


consultants, which are included in the general and administrative 
expenses. 


The Company recorded $55,491 in stock-based compensation to consultants 
and advisors during the four month period ended December 31, 2003 and 
$443,742 for the year ended August 31, 2003. During the four months 
ended December 31, 2003, pursuant to an employment agreement, the 
Company recorded stock-based compensation of $6,916 for the four month 
period and $10,374 for the year ended August 31, 2003, which was 
included in general and administrative expenses. 
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11. Share capital, (continued): 
(b) Stock-based compensation, (continued) : 
The compensation is based upon the Black-Scholes option pricing model. 
For options granted in the period, the following weighed average 


assumptions were used: 


As at December 31, 2004: 


Risk free interest rate 3.51% 
Expected life of option 5 years 
Expected volatility 108% 
Expected dividends Nil 

As at December 31, 2003: 
Risk free interest rate Sy Toe 
Expected life of option 5 years 
Expected volatility 119% 
Expected dividends Nil 


As at August 31, 2003: 


Risk free interest rate 4.08% 
Expected life of option 5 years 
Expected volatility 141% 
Expected dividends Nil 
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v1. 


Share capital, (continued): 


(b) Stock-based compensation, (continued) : 


For periods ending and prior to December 31, 2003 and its restatement, 
the Company awarded stock options to employees and no compensation cost 
was recognized in the consolidated statement of loss and deficit for 
those Common Share options granted. Had compensation cost been 
determined based on the fair values at the grant dates for those 
options, the Company’s net loss and loss per share would have increased 
by the following amounts below: 


Cost Per share 
Four months ended December 31, 2003: 
Compensation costs S$ 244,904 
Net loss: 
As reported (25°39 553) $(0.06) 
Pro forma (3°97 13167457) COROT) 
Year ended August 31, 2003: 
Compensation costs S Dep BOXS) 
Net loss: 
As reported (47758677359) : SiCOrred) 
Pro forma (4,588,588) (OF) 


The above pro forma disclosure does not include the effects of awards 
granted before September 1, 2002. 


Options: 
Stock option plan: 
Prior to the Annual and Special Meeting of October 15, 2002, the 
Company had adopted a stock option plan that provided for the aggregate 
number of options granted not exceed 10% of the issued Common Shares of 
the Company. Under terms of the plan, the Board of Directors has full 
authority to administer the plan in accordance with the terms of the 
plan. The number of options and exercise price thereof is set by the 
Board of Directors at the time of grant, provided that the exercise 
price may not be less than the market price of the shares, less any 
discounts permitted by the rules of the stock exchange» or stock 


exchanges. The maximum number of options that may be granted to any 
one individual shall not exceed 5% of the Company’s issued and 
outstanding Common Shares. The options granted under the plan may be 


exercisable for a period not exceeding five years and may vest at such 
times as the Board of Directors may determine at the time of grant. 
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11. Share capital, (continued): 


(c) Options, (continued): 

At the Annual and Special Meeting held on October 15, 2002, 
shareholders approved to amend the stock option plan for the Company. 
Under the amendment, the number of stock options that could be issued 
was set at 6,740,000 which approximated 20% of the issued and 
outstanding Common Shares at that time. As mentioned above, the Board 
of Directors sets the number of options and exercise price which may 
not be less than the market price of the shares, less any discount 
permitted by the rules of the stock exchanges. As at August 31, 2003, 
there were 4,927,500 Common Share options outstanding. 


During the Annual and Special Meeting held on December 4, 2003 in 
Edmonton, shareholders approved an amendment of the stock option plan 


(“2003 Option Plan”) to allow the maximum number of options to be 
issued to 9,500,000 which is approximately 20% of the issued and 
outstanding Common Shares at that time. The Board of Directors 


continues to set the number of options and exercise price which may not 
be less than the market price of the shares, less any discount 
permitted by the rules of the TSX Venture Exchange. As at December 31, 
2003, there were 6,595,500 stock options outstanding. 


At the Annual and Special Meeting held on July 14, 2004 in Edmonton, 
shareholders approved an amendment of the stock option plan (“2004 
Option Plan”) to allow the maximum of stock options to be increased to 
13,032,000 or approximately 20% of the issued and outstanding Common 
Shares at that time. The Board of Directors continues to set the 
number of options and exercise price which may not be less than the 
market price of the shares, less any discount permitted by the rules of 
the TSX Venture Exchange. As at December 31, 2004, there were 
5,665,467 stock options outstanding. 
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11. Share capital, (continued): 
(co) lOptilons,. (continued): 
Outstanding Options: 


A summary of the status and changes in the Company’s outstanding stock 
options is presented below: 


Number of Weighted average 

share options exercise price 

Outstanding, August 31, 2003 UN SONI) a OO) ORS 9 
Granted 1,998,000 APO 
Exercised (162,500) 0.39 
Forfeited (167,500) 0.68 
Outstanding, December 31, 2003 Gob, DOO Onaii2 
Granted 570,000 Ales} 1 
Exercised Ci 100) 2083) 0.46 
Forfeited -- -- 
Outstanding, December 31, 2004 5, 66D), 467 0.85 


Weighted average fair value of stock options granted are as follows: 


Weighted average 
fair value 


Year ended August 31, 2003 Ora 5 
Four months ended December 31, 2003 O35 
Year ended December 31, 2004 0.35 
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11. Share capital, (continued): 


(c) 


Options, (continued) : 


2003 and the Years 


The following table summarizes information about the stock options 


outstanding as at December 31, 2004 


Weighted 

average 

Exercise Number years 
price outstanding remaining 
$0.34 PAT} 4 SOM) 0.64 
Ors4 8,300 0.66 
Ono4 315,000 1.89 
0.40 200,000 DBM 
0.40 540,000 BES 
0.50 40,000 20:9 
On S5 150,000 2.92 
0.56 300,000 Detse 
Ope Ser 600,000 2.96 
0265 40,000 Lege, 
0.79 120,000 4.97 
0.80 200,000 895 
0.80 466,667 3.98 
O85 100,000 0.26 
0.90 25,000 305 
ee O10 50,000 ie24 
1.00 110,000 0.10 
pe led 15 223171000 BRS 
A dle! 1,000,000 Oat 
thse SYS) 50,000 On33 
Br 0.0 100,000 ORG 
; 5,665,467 2.94 
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277, 500 
8,300 
265,000 
200,000 
477,500 
20,000 
150,000 
600,000 
40,000 
30,000 
150,000 
PDS) pao) 7} 
100,000 
16,666 
50,000 
60,000 
400,000 
25,000 
75,000 
Pore SJ We) sys 
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11 Share capital, (continued): 
(ey, Options; (contunued): 


The following table summarizes information about the stock options 
outstanding as at December 31, 2003: 


Weighted 
average 

Exercise Number years Exercisable at 
price outstanding remaining December 31, 2003 
$0.34 40,000 AZ 40,000 
0.34 30,000 tbe W'S 30,000 
0.34 500,000 2.89 400,000 
0.40 250,000 I AS 250,000 
0.40 400,000 3x34 400,000 
0.40 872,500 B39 71187750 
0.40 250,000 BG 250,000 
0.50 40,000 3.09 10,000 
0.54 75,000 4570 75,000 
0555 150,000 3692 100,000 
0.56 300,000 3.89 ; -- 
ORE 5a/ 600,000 3.96 566,667 
0.65 40,000 253 40,000 
0.80 200,000 4.95 50,000 
0.80 500,000 4.98 166,665 
0.89 50,000 0.29 37,500 
0.90 25,000 4.85 -- 
1.00 50,000 2 Pre U6, 667 
at ale 17, 2.2.31010,0 AL Ss -- 
ees, 1,000,000 4.02 -- 
6,595,500 3), Se BS pelea 
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11. Share capital, (continued): 


(c) 


Options, (continued) : 


The following table summarizes information about the stock options 


outstanding as at August 31, 2003: 


Weighted 
average 

Exercise Number years Exercisable at 
price outstanding remaining August 31, 2003 
SOroe 70,000 2.06 70,000 
0.34 575,000 Sh IA 425,000 
0.40 250,000 LESS) 250,000 
0.40 400,000 4.18 400,000 
0.40 922,500 S52 791,250 
0.40 300,000 32592 250,000 
0.50 70,000 393 Th SLOG) 
0.54 100,000 4.03 50,000 
O855 180,000 £225 50,000 
0.56 300,000 AS -- 
O57 600,000 4530 sis) 5 shell 
0.65 40,000 2.86 40,000 
0.89 50,000 0.62 12 S00 
1.00 50,000 Dm evil 127,500 
Assi: 20,000 4.43 10,000 
Les 1,000,000 4535 -- 
API2, 500 3079 DAD 10 84 


During fiscal 2002, a consultant exercised 200,000 options with an 
exercise price of $0.35 per share. Payment for these shares was 


pursuant to an interest free promissory note, with terms 
full on or before.December 31, 2002. Subsequent to this 
consultant requested to cancel these shares and 

promissory note, to which the Company agreed and 

cancellations. 
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11. Share capital, (continued): 


(c) Options, (continued) : 


Options held by consultants: 


Included in the outstanding stock option amounts above, 


that were granted to consultants, 


below. 
Number of 
share options 
Outstanding, August 31, 2002 615,000 
Granted 2,250,000 
Exercised (262,500) 
Forfeited = 
Outstanding, August 31, 2003 2,602,500 
Granted 275,000 
Exercised (150,000) 
Forfeited ( 87,500) 
Outstanding, December 31, 2003 2,640,000 
Granted 450,000 
Exercised (262,500) 
Forfeited pala 
Outstanding, December 31, 2004 DOL OOO 


(ad) Escrow shares: 

As vat) August. 31222002, 
regulatory authorities. 
certain conditions, 


are options 


the details of which are outlined 


Weighted average 
exercise price 


0.39 


0.85 
0.40 


$ 0279 


0.83 
239 
0.69 


oO 


9,699,560 of the Company’s issued shares were 
held in escrow and may not be released without the prior consent of 
The release of these shares is governed by 
including one share to be released for each $0.50 
of cash flow generated from operations by the Company and a maximum of 


one-third of the original amount released in any calendar year. 
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11. Share capital, (continued): 


(d) Escrow shares, (continued) : 
At the Annual and Special Meeting of the Company held on 
October 15, 2002 in Edmonton, disinterested shareholders voted in favor 
of amending the terms of the Performance Escrow Agreement as allowed by 
the Canadian Securities Administrators and the TSX Venture Exchange 
polices. Under the amended agreement, the 9,699,560 Common Shares held 
under the Performance Escrow Agreement are subject to release on a time 
basis. The first release from this agreement allows for 484,978 Common 


Shares, on a pro rata basis, to be released on April 15, 2003. The 
balance of the shares will be releasable over a period of six years 
with releases allowed every six months. The maximum number of Common 


Shares that can be released at any time is 10% of the then current 
issued and outstanding Common Shares. 


(e) Loss per share: 
Basic loss per share is calculated using a monthly weighted average of 
shares outstanding. This calculation removes any shares held in escrow 
under the Performance Escrow Agreement as at the balance sheet date. 
The weighted average Common Shares outstanding for August 31, 2002 was 
NOP SIOO NaS. 


As described in note 11(d), shares held in escrow were converted from a 
performance to a time release basis and are no longer contingently 
issuable. As a result, these Common Shares are included in the 
computation of basic earnings per share for the year ended December 31, 
2004, the four month period December 31, 2003 and the year ended August 
31, 2003. The weighted average Common Shares outstanding for the year 
ended August 31, 2003, four month period ended December 31, 2003 and 
the year ended December 31, 2004 was 41,366,763, 47,622,018 and 
62,561,879 respectively. 


The effect of the exercise of options and warrants outstanding would be 
anti-dilutive and therefore the numerator and denominator for the 
calculation of diluted loss per share are the same as basic loss per 
share. 
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12. 


Commitments: 


(a) 


(b) 


(c) 


Royalties: 
As part of the purchase of the technical rights of the Uni-Seal™ 
sealant the Company agreed to pay vendor royalties on the amount of 
industrial coatings products sold at a rate ranging from $0.10 to $1.00 
per gallon. 


Operating lease: 
The Company has entered into three agreements to lease plant and office 
space in Edmonton and Calgary for varying periods. In Edmonton the 
Company has two locations; one for R&D plant and head office and one 
for production operations. The head office location has an initial 
term running until January 31, 2007 with a renewal option for another 
five years. The production location has a lease term that expires on 
ebecloy Ml ZOWS). The Calgary location is office space with an initial 
term running to March 31, 2011, with two five-year renewal options. 
The minimum rent payable for each of the next five years is as follows: 


Year ended Lease Payments 
December 31, 2005 $ 3537478 
December 31, 2006 240,756 
December 31, 2007 1225332 
December 31, 2008 1237796 
December 31, 2009 126,654 
Thereafter L897 98a 
Canzeal Enterprises Ltd. - royalties: 

In January 2003, the Company completed a transaction with Canzeal 
Enterprises Ltd. (“Canzeal”) and purchased the world-wide right, title 


and interest in and to all intellectual property assets of Canzeal 
relating to the design, manufacture and distribution of composite 
utility poles (see note 7 - Intangibles). Pursuant to this agreement, 
the Company, for a period of four years, will pay Canzeal a royalty 
equal to 3.5% of the gross sales of composite poles manufactured by the 
Company using the intellectual property and rights mentioned above. 
Additionally, the Company will pay Canzeal one half of any royalties 
generated by the Company’s licensing of the property to a third party 
Up: tO, al Maxmumn Of 23).551Ot Gross scales. For the four month period 
ended December 31, 2003, the Company has recorded a royalty payable to 
Canzeal for $4,328. 
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12. Commitments, (continued): 


(d) New production equipment: 
The Company has entered into agreement to expend approximately 
$1,625,000 for production equipment. This equipment is primarily for 
the production of the Company’s RStandard products. 


13. Financial assets and financial liabilities: 


The fair values of the Company's cash and cash equivalents, accounts 
receivable, share proceeds receivable, NRC receivable and payables and 
accruals approximate their carrying values due to the short-term nature of 
these instruments. The carrying value of the capital lease obligations 
approximate their fair value due to interest rates that reflect market rates. 


As at December 31, 2004, the Company had one customer that accounted for 55% 
of its trade accounts receivable net of allowance. As at December 31 and 
August 31, 2003, the Company did not have one customer that accounted for a 
significant amount in accounts receivable, net of allowance. As at August 
31, 2002, one customer accounted for 48% of total accounts receivable net of 
allowance. The Company does not obtain collateral or other security to 
support financial instruments subject to credit risk. The maximum exposure 
to credit risk is represented by the carrying amount of accounts receivable. 


The Company earns revenue and records accounts receivable in foreign currency 
translated to Canadian dollars at the time of the transactions. The Company 
does not use derivative instruments to mitigate the effects of foreign 
exchange changes between the recording date of the accounts receivable and 
the receipt of cash. These accounts receivable are short-term in nature. 
The effects of the foreign exchange changes are not significant and foreign 
exchange gains and losses are included in other income. 


14. Other Revenue: 


Revenue for the year ended December 31, 2004 includes interest income of 
$87,949 (December 31, 2003 - $8,264 and August 31, 2003 - $36,737). 
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eye Income taxes: 


(a) Expected tax rate: 

The expected effective tax rate for a public company in Alberta for the 
year ended December 31, 2004, consolidated with its subsidiaries in the 
various jurisdictions is approximately 33.37% (for the four month 
period ended December 31, 2003 - 36.21% and for the years ended August 
31, 2003 - 37.36% and 2002 - 39%). The Company's recorded income tax 
expense (recovery) differs from the amounts computed by applying the 
Company’s estimated income tax rate to the loss before income taxes as 
a result of the following: 


December 31, December 31, August 31, 

2004 2003 2003 

Loss before income taxes S. (147.355, 391) S: Sel si6y, 455) $ (4,588,588) 
Computed “expected” tax 

recovery (4,777,000) (1,136,000) (1,714,000) 


Change in valuation 

allowance 4,525,000 822,000 1,470,000 
Change in enacted tax rates 

and use of tax rates 

of future years -- 74,000 160,000 
Other, including 

permanent and U.S. 

tax rate differences 252,000 240,000 84,000 
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LD. 


16. 


Income taxes, (continued): 


(b) Net future tax assets: 
The tax effects of temporary differences that give rise to significant 
portions of the future tax assets: 


December 31, December 31, August 31, 
2004 2003 2003 
Future tax assets: 
Non-capital losses 
carried forward-Cdn. $ 7,468,000 $ 4,229,000 Se 8 x 230100 
Non-capital losses 
carried forward-U.S. 318,000 347,000 347,000 


Capital assets, differences 

between net book value and 

undepreciated capital cost 499,000 187,000 161,000 
Intangible assets, 

differences between net 

book value and cumulative 


eligible capital 1,511,000 605,000 577,000 
Other 314,000 217,000 206,000 
Sub-total 10,110,000 5,585,000 4,763,000 

Less valuation allowance (10,110,000) (5,585,000) (4,763,000) 
$ aS $ = $ ae 


The Canadian non-capital losses carried forward expire primarily from 
2005 through 2011, while the U.S. non capital losses carried forward 
expire primarily from 2016 through 2024. 


Segmented information: 


The Company’s activities comprise one business segment. For the year ended 
December 31, 2004, the Company’s revenue includes sales to customers in the 
United States of $283,116 (four month period ended December 31, 2003 - 
$229,584, years ended August 31, 2003 - $186,942 and August 31, 2002 - 
$240,554) and had no property plant and equipment located in the United 
States. 


FS-39 


RESIN SYSTEMS INC. 


Notes to Consolidated Financial Statements, continued 

(Canadian Dollars) 

Year ended December 31, 2004, Four months ended December 31, 2003 and the Years 
ended August 31, 2003 and 2002 


16. Segmented information, (continued) : 


The following table represents sales to customers that represent 10% or more 
of the Company’s total product revenue for the periods indicated: 


Customer Year ended Four months ended Years ended 
December 31, December 31, August 31, 
2004 2003 2003 2002 
Customer A -- 29% -- -- 
Customer B 77% 22% 37% 6% 
Customer C 3% 21% 10% -- 
Customer D -- -- 11% 36% 
Customer E -- -- 3% 15% 
Customer F -- -- 3% -- 
Totals 80% 72% 64% 57% 


The Company has revenue from a number of products for the reporting periods 
these are: 


Customer Year ended Four months ended Years ended 
December 31, December 31, August 31, 
2004 2003 2003 2002 
Version resin S$ 285,686 SomliSaliei 507-9 S--139.,643 San925803 
Coatings BD NS MOD Resor 78,975 207,097 
Utility poles -- LS Wher NEWAS) -- -- 
Hockey products By pirptestsyo) 86,370 49,364 -- 
Other products -- -- 648 397627 
Totals S$ 365,686 S453, 56 S$ 268,630 S 3397527 


17. Statement of cash flows: 


Supplementary information related to cash flows from operations: 


December 31, December 31, August 31, 
2004 2003 2003 2002 
Interest paid $ 26,768 $ 3,056 $ 4,078 $ 7,743 
Interest received 87,949 S225 3:6), 70 SAAS) s 
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17. Statement of cash flows, (continued): 


December 31, December 31, August 31, 
2004 2003 2003 2002 
Net change in working 
capital components: 
Accounts receivable 195273 97 (1,848,842) CSizeeet'O 2') (164,434) 
Inventory (164,958) 5353168 CLS ei) 126,814 
Prepaids 108,070 (104,664) (81,795) a Dad 
Accounts payable 264,741 98,788 221,610 4,278 
Accrued liabilities (1727,,3:40) 560,244 230,235 (46,054) 
1,987,910 (27 241, 1016) ENTS (67,855) 


18. Government assistance, contingent liabilities and equity issue: 


(a) Government assistance and contingent liability: 
During the year ended August 31, 2002, the Company entered into an 


agreement with the National Research Council of Canada (“NRC”) to 
further develop the Company’s Version™ resin technology for the 
pultrusion and filament winding composite markets. This agreement 
falls under the NRC’s Industrial Research Assistance Program (“IRAP”) 
and allows for the Company to receive up to $400,000 over a two-year 
period. These proceeds are for certain costs incurred by the Company 


in developing Version™ F and Version™ S resin systems, two products 
designed for flame retardancy and processing speed applications. These 
proceeds are repayable plus a 50% return for NRC’s payments, at a rate 
of 1.9% of gross quarterly revenues, earned during the period June 1, 
200 5eato sMacchanle a2 OslOe If the Company has not repaid an amount equal 
to NRC’s contribution by March 2010, the Company is liable to make 
payments of 1.9% of gross revenues until either the full amount is 
repaid or June 1, 2015. 


As at August 31, 2002, the Company has presented to the NRC two claims 
totaling $37,620 which have been recorded in the Company’s records as a 
receivable with an offsetting long-term liability. The $37,620 was 
received subsequent to August 31, 2002 in full. 


During the year ended August 31, 2003, the Company filed an additional 
$305,805 worth of claims with the NRC and as at balance sheet date, had 
$145,162 in claims awaiting payment. These amounts were received 
subsequent to August 31, 2003. As per the agreement with the NRC, the 
Company set up an offsetting long-term liability totaling the sum of 
all claims made to the NRC. 


During the four month period ended December 31, 2003, the Company filed 
a claim for $41,849 with the NRC, which was received. 
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18. Government assistance, contingent liabilities and equity issue, 
(continued) : 


(a) Government assistance and contingent liability, (continued) : 

On March 9, 2004, the Company and the National Research Council of 
Canada (“NRC”) entered into an agreement to amend the terms outlined 
above. This amendment expands the NRC contribution level to $498,263 
and extends the time frame for contributions to September 30, 2004. 
Repayment terms have also been extended and commences, March 1, 2006 
through December 1, 2010 rather than June 1, 2005 to March 1, 2010 
which was in the original agreement. Repayment still remains 1.9% of 
gross quarterly revenues. 


During the year ended December 31, 2004, the Company filed claims 
totaling $112,989 with the NRC, which was received. 


For the year ended December 31, 2004, the Company has restated its 
financial statements to reflect the funding received from NRC as a 
liability of $498,263 rather than a reduction in operating 
expenditures. 


(b) Government assistance and equity issue: 
In the third quarter of fiscal 2002, the Company entered into a 
collaborative research and development agreement with the Alberta 
Research Council (“ARC”) to optimize the commercialization of the 
Company’s Version™ G resin system. The ARC will provide up to $500,000 
worth of research and development services to the Company in four 


installments of $125,000. In exchange for these services, the Company 
will issue to the ARC the equivalent monetary value in Common Shares of 
the Company. The agreement sets out the valuation of these shares at 


points in time. 


The first installment of $125,000 was received by the Company on August 
30, 2002, and under the terms of the agreement the deemed price per 
share for this installment was set at $0.40, which entitled ARC to 
receive 312,500 shares. As at the August 31, 2002 balance sheet date, 
these shares had not been issued. The Company recorded the pending 
issue at its August 30, 2002 market price of $0.59 which resulted in any 
additional expense of $59,375, a total expense of $184,375. 
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18. Government assistance, contingent liabilities and equity issue, 
(continued) : 


(b) Government assistance and equity issue, (continued): 

During the year ended August 31, 2003, the Company issued its second 
installment of $125,000 and as at August 31, 2003 the Company had used 
services in excess of the third installment amount, which triggered 
issuance of another block of Common Shares. In accordance with the 
agreement with ARC, the second installment of shares issued to ARC were 
based upon the fair value of services provided to the Company, To this 
end, the Company has accrued the total amount owing to ARC as at 
balance sheet date and recorded the number of shares to be issued to 
ARC (see note 11). 


During the four months ended December 31, 2003, the Company utilized 
additional services relating to the fourth installment with ARC. 
Subsequent to the period, the Company has issued all shares related to 
this agreement. 


On February 24, 2004, the Company and the Alberta Research Council 
(“ARC”) amended the agreement as referenced above. The amendment 
expands activities and services provided by ARC and increases the total 
value of services provided from $500,000 to $600,000. Payment of the 
additional $100,000 in services, is provided through the equivalent 
monetary issuance of the Company’s Common Shares as set out in the 
original agreement. 


During the year ended December 31, 2004, the Company utilized 
additional services under the agreement and has recorded the $100,000 
commitment of Common Shares to ARC. As yet the Company has not issued 
these shares owing to required completion of documentation from ARC. 


19. Agreement with Euro-Projects: 


On August 30, 2003, the Company signed a agreement with Euro-Projects (LTTC) 
Limited (“EPL”) of Rothely, England. EPL is a research and development, 
engineering design company, specializing in advanced composite materials. 
The firm has extensive knowledge of both thermosetting and thermoplastic 
based composites, manufacturing processes, structural design and composite 
applications across a broad range of industries. 
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Lo) 


. Agreement with Euro-Projects, (continued) : 


20. 


Under the agreement the Company will, subject to EPL obtaining any necessary 
third party consents, have the exclusive world-wide right £OT 
commercialization of existing and all future technologies as developed or 
being developed by EPL. The Company will have an 85% interest in the joint 
venture, with EPL having the remaining 15%. No contributions have been made 
by the Company to the Joint Venture as at December 31, 2004. 


The terms of the agreement have the Company contributing working capital, 
manufacturing and production facilities and all related consulting and 
development services at cost. Upon repayment of all working capital 
contributions made by the Company, the first $2,0007000, U.S. insnet proracs 
of each technology are to be distributed equally between EPL and the Company 
and any additional profits distributed 85% and 15% between the Company and 
EPL respectively. 


As at December 31, 2004, no business activity has commenced under the terms 
of the agreement, thus there are no operating results contained within these 
statements. 


Subsequent events: 


(a) Private placement share issue: 

In February of 2005, the Company completed a private placement of 
8,695,582 units for gross proceeds of $9,999,919. Each unit consists 
of one Common Share and one half Common Share warrant, with each whole 
warrant exercisable for twelve months from the closing date of the 
placement. The exercise prices for the warrants are $1.65 per share if 
exercised on or before August 15, 2005 and $2.00 per share if exercised 
after August 15™ on or before February 14, 2006. 


(b) Sale of land and building and lease back: 
In March 2005, the Company completed the sale of its land and building 
wilthrya «thindis “panstya fiore soroceeds.. Of. approximately =S4. nitions 
Immediately thereafter, the Company entered into an operating lease, on 
the same premises, with an initial term of 10 years with the extension 
provision for an additional 5 years. The Company has the option to buy 


back the property within 18 months of the initial lease. Monthly |, 
payments for the initial 5 years of the lease are fixed at $31,020 per 
month. 
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20. Subsequent events, (continued): 


(c) Restricted cash and capital lease program: 

During the first quarter of 2005, the Company entered into a capital 
lease program to purchase the forklifts the Company is currently using. 
The capital lease is for a gross amount of approximately $80,000 with a 
term of 40 months. As security for the capital lease the Company has 
been required to set up an additional GIC for $90,000 adding to its 
$150,000 already restricted cash and cash equivalents for its banking 
arrangements. 


(d) Investor relations agreement 
On January 15, 2005, the Company renewed its contract with its investor 
relations firm, The Howard Group. The contracts term ends on April 30, 
2006, and calls for monthly payments of $3,000 per month and the 
extension of an existing 50,000 share options to April 30, 2006 from 
Apia Wes ae 00S mang stned tru nrepn.Cang sit rOMmucl.S3 sper: Share to Si .00 per 
share, subject to regulator approval. 


21. Reconciliation with United States generally accepted accounting principles: 


The consolidated financial statements of Resin Systems. Inc. (the 
“Company”) are prepared using accounting principles that are generally 
accepted in Canada (“Canadian GAAP”). These principles differ in some 
material respects from those that are generally accepted in the United 
States (“U.S. GAAP”). The principal differences in the consolidated 
financial statements of the Company are: 
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21. Reconciliation with United States generally accepted accounting principles, 
(continued) : 


a) Impact on net loss: 
The application of U.S. GAAP differences described above would have the 
following effect on the Company’s net loss reported under Canadian GAAP: 


Four months Year ended 
Year ended ended Year ended August 31, 
December 31, December 31, August 31, 2002 
2004 2003 2003 Restated-see 
Note 21(qd) ) 


Net loss in accordance 
with Canadian GAAP SW (14, 81371654). LSlA37 136,457 es © (4, 5887568) pm > ual, JeOneoicen 
Adjustments for: 
Variable options 
21(e) (iii) (3,889) (1,944) (S839) (5,833) 


Escrow shares 21(f) -- -- (SrSiieey Lay -- 
Stock options 
granted to employees 


and directors 21(e) (i) 820,035 244,904 Php PaPXe, -- 
Stock options granted 
to consultants 21(e) (ii) C7710) (1973 15)) (57,945) (7074470) 
Interest on promissory 
notes 21(d) -- == -- (839,000) 
744,436 223,645 (Sp ATPASE), (914,980) 
Net loss under U.S. GAAP § (14,069,218) $ (2,912,812) SU87021,,c01)) $ (2,632,948) 


Basic and diluted loss 
per common share in 
accordance with 
U.S. GAAP $ (0.22) $ (0.06) $ (0.19) $ (0.14) 


b) Impact on shareholders’ equity: 
There are no U.S. GAAP differences described above that would have an 
effect on the Company’s total shareholders’ equity reported under Canadian 
GAAP. 


c) Reporting comprehensive income: 
Statement of Financial Accounting Standards No. 130 (“FAS 130”) “Reporting 
Comprehensive Income”, establishes standards for the reporting and display w 
of comprehensive income and its components in a full set of general purpose 
financial statements. Comprehensive income equals net income (loss) for 
the period as adjusted for all other non-owner changes in shareholders’ 
equity. FAS 130 requires that all items that are not required to be 
recognized under accounting standards as components of comprehensive income 
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21. Reconciliation with United States generally accepted accounting principles, 
(continued) : 


c) Reporting comprehensive income, (continued) : 
be reported in a financial statement. The only components of comprehensive 
earnings (loss) are the net earnings (loss) for the year. 


d) Restatement: 

During the year ended August 31, 2002, the Company issued $839,000 in secured 
convertible promissory notes. These notes bore interest at a rate of 12% per 
annum with interest commencing February 1, 2002, and due on December 20, 
POOP Additionally, these notes were, at the option of the holder, 
convertible to an equity unit on the basis of one “unit” for each $0.32 of 
principal and interest. Each unit was comprised of one Common Share and one 
warrant to purchase a Common Share at a price of $0.75 per share on or before 
December 20, 2002. The promissory notes were converted on April 18, 2002. At 
the date of issuance, where a convertible promissory note contains a 
beneficial conversion feature, U.S. GAAP requires a portion of the proceeds 
from issuance equal to the intrinsic value of the embedded beneficial 
conversion features at the commitment date to be allocated to additional paid 
in capital. The amount allocated is limited to the proceeds and is offset by 
an increase in interest expense. As a result, the net loss under U.S. GAAP 
for the year ended August 31, 2002 has been restated to reflect additional 
interest expense of $839,000 and the deficit has increased by $839,000. With 
the conversion of the promissory note, share capital as previously reported, 
was increased by $839,000, with a corresponding decrease in additional paid- 
Tn Gapttal. 


e) Stock-based compensation: 

i) As described in Note 2(k), effective January 1, 2004, the Company 
retroactively adopted the recommendations of the Canadian Institute of 
Chartered Accountants with respect to accounting for stock-based 
compensation for all stock options granted after September 1, 2002. 
For U.S. GAAP, the Company accounts for stock-based compensation 
provided to employees and directors by the intrinsic value method as 
prescribed by Accounting Principles Board (“APB”) Opinion No. 25 
“Accounting for Stock Issued to Employees” and related interpretations. 
As such, compensation expense is measured on the date of grant only if 
the fair value of the underlying stock exceeds the employee or 
director’s exercise price. The exercise price of stock options is 
equal to the market value of the underlying shares at the date of 
grant, therefore, there is no expense under the intrinsic value method 
for U.S. GAAP purposes for the year ended December 31, 2004, the four 
months ended December 31, 2003 and the years ended August 31, 2003 and 
2002. Stock-based compensation expense recognized under Canadian GAAP 
that would not be recognized under U.S. GAAP for the year ended 
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21. Reconciliation with United States generally accepted accounting principles, 
(continued) : 


e) Stock-based compensation, (continued) : 
December 31, 2004 is $820,035 (four month period ended December 31, 2003 - 
$244,904; year ended August 31, 2003 - $2,229.) 


ii) Under U.S. GAAP, stock options granted to consultants and third parties 
for services rendered to the Company are accounted for based on the 
fair value of the stock options granted and are measured and recognized 
as the services are provided and the options are vested. This method 
is consistent with the method used by the Company under Canadian GAAP, 
as described in Note 11. However, the Company did not adopt the fair 
value method for stock options issued to consultants until September 1, 
2002. As a result, the impact of using the fair value method under U.S. 
GAAP for stock options granted to consultants prior to September 1, 
2002, additional compensation expense for the year ended December 31, 
2004 of $71,710 (four month period ended December 31, 2003 - $19,315; 
year ended August 31, 2003 - $57,945; year ended August 31, 2002 - 
SHO) LI re 


iii) During the year ended August 31, 2002, the Company re-priced 70,000 
stock options granted to employees. As a result, these options became 
a variable award under U.S. GAAP until the award is exercised or 
expires and the Company is required to record $3,889 of additional 
compensation expense for the year ended December 31, 2004 (four month 
period ended December 31, 2003 - $1,944; year ended August 31, 2003 - 
$5,833; year ended August 31, 2002 - $5,833). 


f) Escrow shares: 
Under Canadian GAAP, shares issued with escrow restrictions are recorded 
at their issue price with no revaluation upon release from escrow. Under 
U.S. GAAP, escrow shares subject for release upon the Company meeting 
certain performance criteria, are considered to be contingently issuable. 
During the year ended August 31, 2002, shares previously held under a 
performance escrow agreement were amended to a time release basis (note 


11(d)). Accordingly, the difference between the fair value of escrow 
shares at the time the performance condition was removed and their | 
original issue price is accounted for as compensation expense. There is 


no impact of this GAAP difference for the year ended December 31, 2004 
(four month period ended December 31, 2003 - $-nil; year ended August 31, 


2003 - $3,371,714 increase in compensation expense; year ended August 31, 
2002 - $-nil). 
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21. Reconciliation with United States generally accepted accounting principles, 
(continued) : 


g) Canadian and United States accounting policy differences: 
Under U.S. GAAP , the Company measures compensation costs related to stock 
options granted to employees using the intrinsic value method as 
prescribed by APB opinion No. 25, ™“ Accounting for Stock Issued to 
Employees” as permitted by SFAS no. 123. However SFAS No. 123 does require 
the disclosure of pro forma net loss and loss per share information as if 
the Company had accounted for its employee stock options under the fair- 
value method prescribed by SFAS no. 123. The estimated fair value of the 
options is amortized to expense over the vesting period, on a straight- 
line basis, and was determined using the Black-Scholes option pricing 
model with the weighted average assumptions disclosed in note 11(c). 


December 31, December 31, August 31, August 31, 
2004 2003 2003 2002 


Net loss in accordance with 
US GAAP, as reported $ (14,069,218) SiMC2 oi Zi owe) $(8,021,851) $(2,632,948) 

Stock options granted to 

employees and directors 


using the fair value method (820,035) (244,904) (27,229) -- 
Proforma net loss under 
U.S. GAAP Sei4 88 9 25s) oeil otto) $ (8,024,080) $(2,632,948) 


Basic and diluted loss 

per common share in 

accordance with U.S. GAAP $ (0.22) $ (0.06) $ (0.19) $ (0.14) 
Proforma Basic and diluted loss (0.24) (0.07) (0.19) (0.14) 


h) Recent accounting pronouncements: 

In December 2004, the FASB issued Statement of Financial Accounting 
Standards No. 123R, “Accounting for Stock-based Compensation” (“FAS 123R”). 
FAS 123R is applicable to transactions in which any entity exchanges its 
equity instruments for goods and services. It focuses primarily on 
transactions in which the entity obtains employee services in share-based 
transactions. FAS 123R requires that the fair value of such equity 
instruments are recorded as an expense as the services are performed. 


Prior to FAS 123R, only certain pro forma disclosures of accounting for 
these transactions at fair value were required. FAS 123R will be effective 
for the Company’s 2006 consolidated financial statements and permits 
varying transition methods, including: retroactive adjustment of prior 
periods as far back as 1995 to give effect to the fair value based method 
of accounting for awards granted in those prior periods; retrospective 
application to all interim periods in 2008; or prospective application to 
future periods beginning in the third quarter of 2008. The Company is 
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21. Reconciliation with United States generally accepted accounting principles, 
(continued) : 


h) Recent accounting pronouncements, (continued) : 
presently evaluating the effect of the varying methods of adopting FAS 
123R. 


In December 2004, the FASB issued Statement of Financial Accounting 


Standards No. 153, “Exchanges of Non-Monetary Assets” (“FAS 153”) as an 
amendment to APB Opinion No. 29. FAS 153 provides guidance on the 
measurement of exchanges of non-monetary assets, with exceptions for 
exchanges that do not have commercial substance. Under FAS 153, a non- 


monetary exchange has commercial substance if, as a result of the exchange, 
the future cash flows of an entity are expected to change significantly. 


Under FAS 153, a non-monetary exchange is measured based on the fair values 
of the assets exchanged. If the fair value is not determinable, the 
exchange lacks commercial substance, or the exchange is to facilitate sales 
to customers, a non-monetary exchange is measured based on the recorded 


amount of the non-monetary asset relinquished. FAS 153 is effective for 
non-monetary exchanges that occur in fiscal periods beginning after June 
MS AOOS. 


The FASB issued SFAS 151, "Inventory Costs" as an amendment to Accounting 
Research Bulletin No. 43 (ARB 43). Under ARB 43, certain expenses might be 
considered to be so abnormal that, under certain circumstances, they would 
require treatment as current period charges. SFAS 151 eliminates the 
criterion of "so abnormal" and requires that those items be recognized as 
current period charges. SFAS 151 is to be applied prospectively and is 
effective for inventory costs incurred during fiscal years beginning after 
June 15, 2005. The Company does not expect there to be any material impact 
on the Consolidated Financial Statements upon adoption of the standard. 


In May 2003, FASB issued SFAS No. 150, ‘‘Accounting for Certain Financial 
Instruments with Characteristics of Both Liabilities and Equity,’’ which 
establishes standards for the classification and measurement of these 
financial instruments. SFAS No. 150 is effective for 2004. The Company was 
not impacted by this standard. 
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Zz) 


21. Reconciliation with United States generally accepted accounting principles, 
(continued) : 


Variable interest entities: 


Under U.S. GAAP, the Company is required to consolidate variable interest 
entities (“VIEs”) for periods ended after March 15, 2004. VIES are 
entities that have insufficient equity and/or their equity investors’ lack 
one or more specified essential characteristics of a controlling financial 
interest. The Company has one potential VIE as at December 31, 2004, but 
it is inactive, therefore, this has no effect on these financial 


statements. As a result, there is no material GAAP difference with 
respect to the consolidation of VIEs. 
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